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I . RECENT TRENDS
1. There is no longer any substantial controversy about the importance of
industrialization as the main long-run path of economic growth for the developing
countries. The difficulties of industrialization, however, are commensurate
with its importance. The growth oi the industrial sector in most developing
countries since the end of World War II has, it is true, been substantial in
relative terms; thus of a wide grou; of developing countries for which reasonably
1/reliable information is available,— nearly four-fifths enjoyed a cumulative 
annual rate of growth of manufacturing output of 5 per cent or more during the 
period 1953-63J and in one-sixth of this sample, the rate was in the neighbourhood 
of 10 per cent. Moreover, in all 1 :iese countries the rate of increase in 
manufacturing output either matched or exceeded that of total output as given by 
gross domestic product.
2. It must be acknowledged, however, that these high relative growth rates mainly 
reflect small absolute increments on an initial low level. This point is 
dramatized by the experience of the country with the highest rate of growth of 
manufacturing output - namely the Republic of Korea. Here a phenomenal rate of
l/ Twenty-seven countries representative mainly of Latin America and East and 










TABLE 1. DEVELOPING COUNTRIES: GROWTH OF MANUFACTURING OUTPUT,-
GROWTH OF GROSS DOMESTIC PRODUCT AND SHARE OF ,
MANUFACTURING IN GROSS DOMESTIC PRODUCT,b/ 1953-19632'
sJ




output Product 1953 1953-1963
Korea, Republic of 18.7 IO.9 7 10 8
Iraq 12.0 6.5 6 9 7
China (Taiwan) 11.0 • * 15 22 18
Venezuela 10.1 6.6 10 13 11
Ceylon 9-9 3.5 5 6 / 
26^
5
Brazil 8.9 5-8 25 25
Philippines 8.5 5.0 12 19 15
Mexico 7.9 6.5 21 24 22
Pakistan 7.*» 2.7 10 13 11
Algeria 7.2 • • 14 * * • •
Nicaragua 7.1 10 13 11
Syria 6.9 5.8 12 13 12
Kenya 6.6 • • 9 9 9
Colombia 6.5 4.5 15 17 16
Federation of Malaya 6.5 4.5 11 12 11
Thailand 6.5 5.9 11 12 11
Federation of Rhodesia
and Nyasaland 6.5 5.8 9
$ 2 /
9
Peru 6.3 5.1 16 17
Ecuador 6.2 6.4 16 15 15
Honduras 5.4 3.3 9 13 11
Guatemala 5.1 4.0 12 13 12
India 3.8 3.3 l6 19 17
Uganda 3.8 3.6 7 7 7
Argentina 3-3 2.2 27 32 29
Morocco 2.9 1.0 11 14 12
Chile 2.7 2.9 17 17 17
Paraguay 2.7 3.3 16 16 l6
Source: United Nations, Yearbook of National Accounts Statistics. 1965. Sales No.:64.XVII.2; 
Monthly Bulletin of Statistics. February 1965; Statistical Yearbook. 1965. Sales 
No.:64.XVII.1.
a/ Rates of growth of manufacturing output have been calculated from data for value added in 
manufacturing in constant prices. For China (Taiwan), Algeria, the former Federation of 
Rhodesia and Nyasaland and Kenya, they have been computed from indices of manufacturing 
production.
Manufacturing industry includes forestry in Argentina; mining, construction, electricity, 
gas and water in Brazil and India; construction in the Federation of Malaya; electricity and 
gas in Nicaragua; mining and construction in Paraguay; oil products distribution in Iraq; and 
mining, électricity, gas and sanitary services in Syria.
For Brazil, Chile, India, Pakistan and Syria, the data refer to net domestic product; for the 
Philippines, they refer to net national product.
For the following countries, the period differs from that stated: Colombia, Honduras,
Nicaragua, Paraguay, Venezuela, India and Morocco, 1953-62; Peru, 1954-62; Federation of 
Malaya, 1956-61; Pakistan and Algeria, 1953-61; Ceylon, 1956-63; Federation of Rhodesia, 
1955-61; Kenya and Uganda, 195̂ -63.
d/ The shares of manufacturing in Gross Domestic Product have been calculated from data for value 
added in current prices. For the following countries they have been calculated frcm data in 






expansion of manufacturing activity averaging nearly 19 per cent per annum was
responsible for an annual increase of only 1.5 per cent in total output. This
2/experience, characteristic of most developing countries,-' only emphasizes the 
relative scale of the industrialization effort required of them to achieve 
anything like a significant impact on total output. The developed countries 
in contrast have a far easier task; in recent years it required in many cases 
only a 3 per cent increase in manufacturing output to achieve a 1 per cent 
increase in total output. The reason for this is, of course, that the size of 
the industrial sector in developsi countries is already large in relation to 
the output of the economy as a whole, so that any increase in industrial 
production has a substantial impact on total output.
3. One important implication of the contrast just noted is that if industry 
were to expand at the same pace 1 : the developing and developed countries, and if 
their rates of population growth were identical, the gap in per capita levels 
of income between them would widen. Moreover, if, as expected, population were 
to grow faster in the developing 'ountries, this gap in income levels would widen 
even more rapidly. The trend of recent years has been disturbing in this 
respect. While per capita income in the developed market economies valued in 
i960 prices increased from $1 ,08C to $1 ,^10, or at an annual rate of 2.7..per cent, 
between 1950 and I960, it grew at only 2.2 per cent per annum in the developing 
countries or from $105 to $130. That the per capita, income gap has not become 
wider is due to an essentially fortuitous circumstance, namely that the rate 
of growth of income in the developed market economies has lagged slightly behind 
that of the developing countriu;-:, This is the result of a variety of checks to 
growth encountered by the developed market economies of a more or less short-term 
and remediable nature, rather than of any massive effort of the developing 
countries. The developed countries have in many cases come up against 
obstacles to expansion either of a physical nature or connected with the 
functioning of the international monetary system. As solutions to these problems 
are worked out and a more dynamic pace of industrial advance is resumed in the 
developed countries, international action will need to be addressed even more 
urgently to the task of closing the gap.
In three quarters of the countries analysed the percentage increase in 
output attributable to manufacturing was less than 1 per cent. See Table 2.
TABLE 2. DEVELOPING COUNTRIES: RELATIONSHIP BETWEEN GROWTH OF MANUFACTURING 
AND GROWTH OF GROSS DOMESTIC PRODUCT, a/ 1953-63
OUTPUT
Country Growth of manufacturing output
Per cent increase in 
gross domestic product 
attributable to 
manufacturing ]?/
Relative share of 
manufacturing in 
increment of gross 
domestic product 2.1
(per cent annual rate of . ___ _ \ (per cent of gross Xper cent ofincrease) domestic product) increase in gross 
domestic product)
Korea, Republic of 18.7 1.5 14Iraq 12.0 0.8 12
China (Taiwan) 11.0 2.0 • •
Venezuela 10.1 1.1 17Ceylon 9-9 0.5 14Brazil 8.9 2.2 38





Nicaragua 7.1 0.8 16Syria 6.9 0.8 14Kenya 6.6 0.6 * •
Colombia 6.5 1.0 22Federation of Ifelaya 6.5 0.7 16
Thailand 6.5 0.7 12Federation of Rhodesia and Ijyasaland 6.5 0.6 10
Peru 6.3 1.0 20
Ecuador 6.2 0.9 14
Honduras 5.4 0.6 18
Guatemala 5.1 0.6 15
India 3.8 0.6 18
Uganda 3.8 0.3 8
Argentina 3.3 1.0 45
Morocco 2.9 0.3 30
Chile 2.7 0.5 17
Paraguay 2.7 0.4 12
Source: United Nations, Yearbook of National Accounts Statistics, 1963, Sales No.: 64.XVII.2; Monthly Bulletin
a/ For differences in definitions and coverage of items and periods among the countries, see Thble 1.
b/ Annual rate of growth of manufacturing output x per cent share of manufacturing in gross domestic product.
c/ Annual rate of growth of manufacturing output x per cent share of manufacturing in gross domestic product





k. There is another important disparity between the experience of the
developing and developed countries. According to evidence available for certain
areas, the rate of increase in employment in manufacturing in developing
countries - some 3 per cent per annum in recent years - is only sufficient to
absorb less than 20 per cent of the increase in their economically active 
3 /population.-7 Py contrast, the ;ame rate of expansion in manufacturing 
employment would absorb nearly 1 he whole of the increase in the economically 
active population of most developed countries. This contrast, of course, 
again reflects the relatively greater importance of the industrial sector in 
the economies of the developed countries. Eut it also underlines the magnitude 
of the industrialization effort iemanded of the developing countries. Most of 
them have insufficient arable land at their disposal to permit the productive 
absorption of all available labour in the agricultural sector. This task of 
absorption must therefore be undertaken by industry which cannot be said to be 
performing its task satisfactorily when it provides employment to only a fifth 
or less of the addition to the economically active population. The remaining 
four fifths when not visibly unemployed, must tend to swell the ranks of the 
underemployed both in the agricultural and services sectors.
National and International Act.''
5. The obstacles to industrial development in the developing countries are of 
two kinds. They may be divided into those that must be overcome mainly by 
the efforts, at the national level, of the developing countries themselves, and 
those which can be removed only by the concerted action of the world community 
at large. These two sets of problems are, of course, interrelated. No 
international action can be a si 1 stitute for those measures that have to be 
taken by each country for itseli , in its particular environment; thus a lack 
of internal planning may, for example, be reflected in an apparent scarcity of 
industrial projects that might qualify for international financing, or in a 
relatively small scale of requests for technical assistance for the promotion 




3/ It has been estimated, for example, that in the countries of Latin America,
taken as a group, the manufacturing sector has absorbed about l6 per cent 
of the increment of the economically active population during the period 
19^-5-60. See, United Nations, The Economic Development of Latin America. 




are small, may readily be frustrated through the failure of the international 
community to remove the bottlenecks arising out of the existing pattern of 
international interrelationships. The international community is certainly 
able to help the progress of industry in the developing countries through 
concerted trade and aid policies. It is nevertheless analytically convenient 
to organize the discussion of the scope for national action separately from that 
of international action. Accordingly, Part II of this paper will be concerned 
with the former, and Part III with the latter.
I I .  NATIOBM, ACTION
A . The N eed f o r  P rog ram m in g
6 .  T h e re  i s  a  b r o a d  m e a s u re  o f  a g r e e m e n t  t h a t  i n d u s t r i a l  p ro g ram m in g  i s  an  
e s s e n t i a l  e le m e n t  i n  m o b i l i z i n g  r e s o u r c e s  f o r  i n d u s t r i a l  d e v e lo p m e n t. R e c e n t  y e a r s  
h a v e  s e e n  some n a r r o w in g  i n  t h e  d i f f e r e n c e s  b e tw e e n  c o u n t r i e s  i n  t h e  e x t e n t  o f  
t h e i r  g o v e rn m e n t p ro g ram m in g  b o th  f o r  t h e  econom y a s  a  w h o le , an d  f o r  t h e  i n d u s t r i a l  
s e c t o r  i n  p a r t i c u l a r .  The c o n t r o v e r s y  i s  no l o n g e r  o n e  b e tw e e n  t h e  a d v o c a t e s  o f  
a d m i n i s t r a t i v e  an d  c e n t r a l i z e d  p la n n in g  an d  t h o s e  who w o u ld  p l a c e  p r i m a r y  r e l i a n c e  
on t h e  o p e r a t i o n  o f  t h e  m a rk e t  m e ch a n ism . A c o n s i d e r a b l e  a r e a  o f  common g ro u n d  h a s  
e m e rg e d . I t  h a s ,  on  t h e  on e h a n d , b e e n  i n c r e a s i n g l y  a c c e p t e d  t h a t  m ak in g  t h e  b e s t  
u s e  o f  a v a i l a b l e  r e s o u r c e s  may c a l l  f o r  a  p u r p o s e f u l  c o - o r d i n a t i o n  o f  e f f o r t s  an d  
r e c o n c i l i a t i o n  o f  o b j e c t i v e s ,  e v e n  w ith in  an  e co n o m ic  s y s te m  b a s e d  m a in ly  o r  
e n t i r e l y  on  p r i v a t e  e n t e r p r i s e .  In  p a r t i c u l a r ,  i t  h a s  b e e n  r e c o g n i z e d  t h a t  e v e n
* t h e  t r a n s m i s s i o n  o f  e x t e r n a l  a s s i s t a n c e  p r e s u p p o s e s  t h e  e x i s t e n c e  o f  a  n a t i o n a l  
e c o n o m ic  p l a n  w it h  an  o r d e r e d  s e t  o f  p r i o r i t i e s .
• 7 -  The i m p o r ta n c e  o f  p la n n i n g  i n  ¡ n d e r - i n d u s t r i a l i z e d  e co n o m ie s  d e r i v e s  fro m  t h e  
f a c t  t h a t  a c t i o n  t a k e n  i n  a  p a r t i c u l a r  f i e l d  m ay , when t h e  i n d u s t r i a l  s t r u c t u r e  i s  
s t i l l  r u d i m e n t a r y ,  h a v e  im p o r ta n t  e f f e c t s  on  t h e  w h o le . F u r t h e r m o r e ,  t h e  
p o s s i b i l i t i e s  f o r  d e v e lo p m e n t i n  a n y  o n e a r e a  may n o t  o n l y  b e i n v i s i b l e  w i t h i n
a  h o r i z o n  o f  i n d i v i d u a l  a c t i o n  b u t  ¡a y , e v e n  when know n, d ep en d  on s im u lta n e o u s  
d e v e lo p m e n t i n  o t h e r  a r e a s ,  s o  t h  t  o n ly  a  c o n c e r t e d  p ro g ram m e, p la n n e d  an d  
r e a s o n a b l y  a s s u r e d  o f  im p le m e n ta tio n  a s  a  w h o le , c a n  p ro m o te  e n t r e p r e n e u r i a l  
a c t i v i t i e s  i n  a n y  p a r t i c u l a r  f i e l d .  M o re o v e r , i n  c o n d i t i o n s  o f  e co n o m ic  u n d e r ­
d e v e lo p m e n t , t h e  m a t e r i a l  r e s o u r c e s ,  s u c h  a s  c a p i t a l ,  an d  t h e  d a t a  an d  m eth o d s  
b o t h  o f  a  c o m m e r c ia l  an d  t e c h n i c a l  n a t u r e  w h ich  a r e  a c c e s s i b l e  t o  p r i v a t e  
i n d i v i d u a l s ,  a r e  n e c e s s a r i l y  l i m i t e d .  T h is  m akes som e m e a s u re  o f  c e n t r a l l y  
c o - o r d i n a t e d  a c t i o n ,  an d  some d e t e r m i n a t i o n  o f  p r i o r i t i e s  b y  a  c e n t r a l  a u t h o r i t y ,  
a l m o s t  i n e v i t a b l e .
8 .  On t h e  o t h e r  h a n d , t h o s e  who o n c e  f a v o u r e d  t h e  u tm o s t  c e n t r a l i z a t i o n  o f  
e c o n o m ic  d e c i s i o n - m a k in g  h a v e  now come t o  a c c e p t  t h e  n e e d  f o r  d e c e n t r a l i z a t i o n  in  
a  co m p le x  p r o c e s s  su c h  a s  e co n o m ic  g r o w th , an d  h a v e  e v e n  v e e r e d  to w a r d s  t h e  





f o r c e s .  M o re o v e r  e f f o r t s  a r e  b e in g  made t o  r e c o n c i l e  t h e  s y s te m  o f  c e n t r a l  
p la n n i n g  w it h  t h e  u s e  o f  t h e  c r i t e r i o n  o f  p r o f i t  m a x im iz a t io n  i n  m ak in g  a  v a r i e t y  
o f  d e t a i l e d  d e c i s i o n s .
9«  So f a r  a s  t h e  d e v e lo p in g  c o u n t r i e s  a r e  c o n c e r n e d  t h e r e  re m a in s  f o r  t h e  
p r e s e n t  a  w id e  ra n g e  o f  p r a c t i c e  w ith  r e s p e c t  t o  t h e  im p le m e n ta tio n  o f  i n d u s t r i a l  
p ro g ra m m in g . The p r e v a i l i n g  i n s t i t u t i o n a l  fram ew o rk  i s  c h a r a c t e r i z e d  b y  t h e  
c o m b in a tio n  o f  p u b l i c  and p r i v a t e  s e c t o r s  i n  v a r y i n g  p r o p o r t i o n s .  The i s s u e s  
o f  p la n n i n g  r e l a t e  e s s e n t i a l l y  t o  t h e  m anner i n  w h ich  t h e  tw o s e c t o r s  o p e r a t e  
t o  e n c o u r a g e  o r  c a r r y  o u t  t h e  p r o c e s s  o f  i n d u s t r i a l  d e v e lo p m e n t, and t h e  e x t e n t  
t o  w h ich  t h e  G overn m en t i s  p r e p a r e d  o r  a b l e  t o  e s t a b l i s h  a  s e t  o f  i n t e r r e l a t e d  
i n d u s t r i a l  t a r g e t s ,  and  f o r m u l a t e  and e v a l u a t e  i n d u s t r i a l  p r o j e c t s  c o n s i s t e n t  
w it h  t h e  g o a l s  t o  b e a c h i e v e d .  A v a r i e t y  o f  s u b - i s s u e s  a r i s e  i n  t h i s  c o n n e x io n .
T h e re  i s  f i r s t  t h e  p ro b le m  o f  t h e  r e l a t i o n s h i p  o f  i n d u s t r y  t o  o t h e r  s e c t o r s  o f  t h e  
eco n o m y , i n  t h e  c o n t e x t  o f  t h e  o v e r - a l l  n a t i o n a l  e co n o m ic  p l a n .  V iith in  i n d u s t r y  
b r o a d l y  c o n c e r n e d ,  t h e r e  i s  s e c o n d ly  t h e  p ro b le m  o f  a l l o c a t i n g  r e s o u r c e s  a s  
b e tw e e n  d i f f e r e n t  s e c t o r s  and o f  t h e  r e l a t i o n s h i p  o f  m odern  t o  t r a d i t i o n a l  
i n d u s t r y .  T h e re  i s  t h i r d l y  t h e  p ro b le m  o f  c h o o s in g  b e tw e e n  a l t e r n a t i v e  #
te c h n i q u e s  o f  p r o d u c t i o n  i n  e a c h  s e c t o r .  T h e re  i s  l a s t l y  t h e  p ro b le m  o f  d e c i d i n g  
w h at i n s t i t u t i o n a l  s t r u c t u r e  i s  t o  o b t a i n  i n  t h e  i n d u s t r i a l  s e c t o r  and how f a r  
p la n n in g  i s  t o  i n f l u e n c e  t h e  p r e v a i l i n g  m ix  o f  p r i v a t e  and p u b l i c  s e c t o r s .
1 0 .  I t  i s  c l e a r l y  b eyo n d  t h e  s c o p e  o f  t h i s  p a p e r  t o  e n t e r  i n t o  a  c o m p re h e n s iv e  
d i s c u s s i o n  o f  a l l  t h e s e  i s s u e s .  H o w ev er, an  a t t e m p t  a t  o u t l i n i n g  some v e r y  
g e n e r a l  c o n s i d e r a t i o n s  i n v o l v e d  i n  e a c h  o f  t h e s e  a r e a s  w i l l  b e  m ad e.
B .  The r e l a t i o n s h i p  o f  i n d u s t r y  t o  n o n - i n d u s t r i a l  s e c t o r s  o f  t h e  econom y
( l )  I n d u s t r y  and i t s  i n f r a - s t r u c t u r e
1 1 .  So f a r  a s  t h e  f i r s t  o f  t h e  i s s u e s  e n u m e ra te d  ab o v e  i s  c o n c e r n e d ,  t h e r e  i s  
l i t t l e  d i s p u t e  a s  t o  t h e  n eed  f o r  a c c o r d i n g  h ig h  p r i o r i t y  t o  t h e  c r e a t i o n  o f  an  
i n f r a - s t r u c t u r e  i n  a n y  program m e f o r  i n d u s t r i a l i z a t i o n  o f  t h e  d e v e l o p i n g  
c o u n t r i e s .  In  many o f  t h e s e ,  w here i n d u s t r y  i s  i n  i t s  v e r y  e a r l i e s t  s t a g e s ,  an  
i n f r a - s t r u c t u r e  i s  t h e  m o st im m e d ia te  n e e d . A ssu m in g  t h a t  t h e r e  a r e  u rb a n  
c o m m u n itie s  p r o v i d i n g  an  a d e q u a te  s u p p ly  o f  l a b o u r  a s  w e l l  a s  a  p o t e n t i a l  m a rk e t  





n e c e s s a r y  p o w e r , t r a n s p o r t  and  o t h e r  f a c i l i t i e s  e s s e n t i a l  f o r  i n d u s t r i a l  g r o w th .  
T h e s e  c o n s t i t u t e  t h e  e co n o m ic  i n f r a - s t r u c t u r e  i n  t h e  n a rro w  s e n s e .  W here  
u r b a n i z a t i o n  h a s  t o  be a c c e l e r a t e d ,  an d  w h ere  i n d u s t r i a l  g ro w th  i s  l i m i t e d  by  
t h e  a v a i l a b i l i t y  o f  l a b o u r  o f  t h e  r e q u i r e d  m in im a l l e v e l  o f  s k i l l ,  t h e  d e v e lo p m e n t  
o f  t h e  s o c i a l  i n f r a - s t r u c t u r e  may be n e c e s s a r y ,  i . e .  t h e  p r o v i s i o n  o f  h o u s in g ,  
h e a l t h  s e r v i c e s ,  e d u c a t i o n ,  t e c h n i c a l  t r a i n i n g ,  e t c .
1 2 .  W ith  r e g a r d  t o  t h i s  l a s t  c a t e g o r y  o f  i n v e s tm e n t  t h e r e  h a s  i n  r e c e n t  y e a r s  
b e e n  a  q u i t e  re m a r k a b le  ch a n g e  i n  t h i n k i n g .  I t  w as c u s to m a r y  t o  t r e a t  i n v e s t m e n t  
i n  e d u c a t i o n ,  h e a l t h ,  e t c . ,  a s  co n su m p tio n  e x p e n d i t u r e  a s  c o n t r a s t e d  w ith  m ore  
p r o d u c t i v e  k in d s  o f  c a p i t a l  i n v e s t m e n t .  The i m p l i c a t i o n  was t h a t  a  c o n c e r n  w ith  
e c o n o m ic  d e v e lo p m e n t s h o u ld  e m p h a siz e  t h e  l a t t e r  ty p e  o f  in v e s t m e n t  a t  t h e  
e x p e n s e  o f  t h e  f o r m e r .  I t  h a s ,  h o w e v e r , b e e n  i n c r e a s i n g l y  r e a l i z e d  t h a t  t h e r e
i s  a  f e e d - b a c k  p r o c e s s  i n v o l v e d  h e r e  and t h a t  i n  t h e  a b s e n c e  o f  a  c e r t a i n  minimum  
l e v e l  o f  d e v e lo p m e n t o f  t h e  s o c i a l  i n f r a - s t r u c t u r e ,  s o - c a l l e d  p r o d u c t i v e  
i n v e s t m e n t  m ig h t b e f r u s t r a t e d  t in '-u g h  d e c l i n i n g  e f f i c i e n c y .  T h is  i l l u s t r a t e s  
a  th em e w h ich  r e c u r s  t h r o u g h o u t  t h e  p ro b le m  o f  i n d u s t r i a l  d e v e lo p m e n t, n a m e ly ,  
t h e  c o n f l i c t  b e tw e e n  s h o r t -  an d  l o n g - r u n  c h o i c e s .
( 2 )  I n d u s t r y  an d  a g r i c u l t u r e
1 3 .  T h e re  i s  f a r  l e s s  a g r e e m e n t  r- t h e  r e l a t i v e  im p o r ta n c e  o f  t h e  p r i m a r y  and  
p r i n c i p a l l y  a g r i c u l t u r a l  s e c t o r s ,  on t h e  one h a n d , an d  i n d u s t r y ,  on t h e  o t h e r ,  
th o u g h  e v e n  t h e s e  d i f f e r e n c e s  o f  view  h av e  p e rh a p s  n a rro w e d  i n  r e c e n t  y e a r s .
T h o se  w ho, i n  t h e  p a s t ,  w ere  i n c l i n e d  t o  s e e  t h e  s a l v a t i o n  o f  t h e  d e v e l o p i n g  
c o u n t r i e s  a r i s i n g  m a in ly  fro m  t h e  f u r t h e r  e x p l o i t a t i o n  o f  t h e i r  a p p a r e n t  s t a t i c  
c o m p a r a t iv e  a d v a n t a g e s ,  t h a t  i s ,  m a in ly  fro m  t h e  g ro w th  o f  t h e  p r im a r y  s e c t o r s ,  
h a v e  com e t o  s e e  t h a t  r i s i n g  p r o d u c t i v i t y  on t h e  la n d  i s  l i k e l y  t o  b e l a b o u r -  
d i s p l a c i n g  an d  t h u s  t o  i n c r e a s e  t h e  n e e d  f o r  a l t e r n a t i v e  i n d u s t r i a l  em p loym en t  
r a t h e r  th a n  r e d u c i n g  i t .  On t h e  o t h e r  h a n d , t h o s e  who saw  i n d u s t r i a l  d e v e lo p m e n t  
a s  t h e  s p e a r h e a d  o f  g e n e r a l  e co n o m ic  g ro w th  a r e  p r e p a r e d  t o  r e c o g n i z e  t h a t  t h e  
p o s s i b i l i t i e s  o f  d e v e lo p m e n t and  t h e  p r o s p e r i t y  o f  t h e  i n d u s t r i a l  s e c t o r  a r e  
c l o s e l y  l i n k e d  t o  r i s i n g  p r o d u c t i v i t y  and in co m e s i n  a g r i c u l t u r e .  F o r  t h e  l a t t e r  
n o t  o n ly  m u st p r o v i d e  t h e  m ain  m a rk e t  f o r  t h e  p r o d u c t s  o f  i n d u s t r y ,  e s p e c i a l l y






considerable span of time, but also the agricultural surpluses necessary to 
sustain industrial expansion. Past experience has shown that when the 
interrelationships between the two sectors are left to spontaneous forces, 
adverse developments may occur and, having once become established, turn into 
serious obstacles on the path of further development. Thus inflation may be the 
result of a programme of industrial expansion unaccompanied by the measures of 
institutional reform in the agricultural sector that may be required to stimulate 
the farm output demanded by industrial labour. In many cases such structural 
change undertaken along with improvements in techniques and organizational 
procedures can liberate incentives that result in dramatic increases in output 
while making comparatively slight demand on the limited resources of capital 
available to most developing countries. However, deliberate measures are always 
necessary to co-ordinate the development of the agricultural and industrial 
sectors, and prevent their impeding each other, within a broad framework of 
rationally conceived inter-sectoral relationships.
C . The c h o i c e  o f  i n d u s t r y
1^. Once a suitable relationship has been established between agriculture, 
infra-structure and industry, the next problem concerns the choice of industries. 
At least two interrelated issues may be distinguished in this connexion. There 
is first the question of the relationship of new industry to the already existing 
"traditional" industry. There is next the problem of the allocation of resources 
between the various sectors of modern industry. The interrelationship between 
these problems stems, of course, from the fact that certain products of modern 
and traditional industries are interchangeable.
( l )  M odern an d  t r a d i t i o n a l  i n d u s t r y
15- The case for paying some degree of attention to the traditional sector is 
that, as with agriculture, substantial increases in output may be secured with 
a relatively small investment of scarce capital resources. This may be achieved 
by modernizing and increasing the productivity of traditional industries where 
the skills required do not necessitate great quantitative or qualitative changes. 








d o e s  n o t  u n d e rg o  p ro fo u n d  c h a n g e s ,  t h e  t y p e s  o f  g o o d s p ro d u c e d  by  t h e  
t r a d i t i o n a l  i n d u s t r i e s  may be s u f f i c i e n t  t o  s u p p ly  n o t  o n ly  t h e  e x i s t i n g  
demand b u t  a l s o  a  s u b s t a n t i a l  i n c r e a s e  i f  s u f f i c i e n t  p r o d u c t i v i t y  g a i n s  c a n  
b e  o b t a i n e d .  I f  t h i s  c a n  b e  d one w ith  r e l a t i v e l y  l i t t l e  i n v e s tm e n t  o f  c a p i t a l  
i t  b eco m es a  r a t i o n a l  c o u r s e  t o  f o l l o w ,  f o r  t h e  d e v e lo p in g  c o u n t r i e s  c a n  d e v o te  
t h e  l i m i t e d  r e s o u r c e s  i n  c a p i t a l  and h i g h - l e v e l  s k i l l s  p r i m a r i l y  t o  t h o s e  
i n d u s t r i e s  w h ere  t r a d i t i o n a l  m eth o d s o f  p r o d u c t i o n  c a n n o t  b e  a  s u b s t i t u t e  f o r  
r e a l l y  m odern  i n d u s t r i a l  t e c h n i q u e s .
1 6 .  A f u r t h e r  c o n s i d e r a t i o n  i s  t h a t  t h e  n e g l e c t  o f  t r a d i t i o n a l  i n d u s t r y  i n
a n  o v e r - a l l  i n d u s t r i a l  p rogram m e may a g g r a v a t e  t h e  p ro b le m  o f  u n em p lo ym en t t h a t  
a  d e v e l o p i n g  econom y h a s  t o  f a c e . The c r e a t i o n  o f  s u p e r i o r  an d  c o m p e t i t i v e  
m od ern  i n d u s t r y  o f t e n  t e n d s  t o  d e s t r o y  t r a d i t i o n a l  i n d u s t r i e s  an d  t h e  r u r a l  
c o m m u n itie s  d e p e n d e n t on th e m , t h u s  a c c e l e r a t i n g  t h e  d r i f t  t o  t h e  to w n s and  
co m p oun d in g t h e  p ro b le m s  o f  u rb a n  i n d u s t r i a l i z a t i o n .  The l o n g - r u n  s o l u t i o n  
i s ,  o f  c o u r s e ,  a n  a d e q u a te  e x p a n s io n  o f  t h e  c a p a c i t y  o f  m odern  i n d u s t r i e s .
I t  may n e v e r t h e l e s s  b e  n e c e s s a r y  i n  a  t r a n s i t i o n a l  p e r i o d  t o  p r o v i d e  f o r  
s u f f i c i e n t  im p ro v em en t i n  t r a d i t i o n a l  i n d u s t r i e s  t o  e n a b le  them  t o  c o n t i n u e  
f u n c t i o n i n g  u n t i l  s u c h  t im e  a s  t h e  c h a n g e -o v e r  t o  m odern  i n d u s t r y  c a n  b e a c h i e v e d  
w i t h  a  minimum o f  d i s l o c a t i o n .
1 7 . A t  t h e  sam e t i m e ,  t h e  m o d e r n iz a t io n  o f  t r a d i t i o n a l  i n d u s t r i e s  an d  t h e
r a i s i n g  o f  t h e i r  p r o d u c t i v e  e f f i c i e n c y  m u st n o t  b e c o n f u s e d  w it h  l o n g - r u n
i n d u s t r i a l  d e v e lo p m e n t p r o p e r .  I t  w ould  b e e r r o n e o u s  t o  su p p o se  t h a t  t h e  m ore  
d y n am ic m odern  i n d u s t r i e s  a r e  l i k e l y ,  a s  a  g e n e r a l  r u l e ,  t o  grow  o u t  o f  im p ro v ed  
t r a d i t i o n a l  i n d u s t r i e s .  I n  m o st a s e s  t h e  t r a n s i t i o n  t o  m odern i n d u s t r y  i n v o l v e s  
n o t  o n ly  q u a n t i t a t i v e  g ro w th  b u t  a l s o  q u a l i t a t i v e  c h a n g e . I t  i s  a  w e ll-k n o w n  
f a c t  t h a t  t h e  m a jo r  p ro b le m  o f  d e v e l o p i n g  e c o n o m ie s  i s  i n d u s t r i a l  d i v e r s i f i c a t i o n ,  
n o t  m e r e ly  q u a n t i t a t i v e  i n c r e a s e s .  M o re o v e r , m odern i n d u s t r y  r e q u i r e s  new t y p e s  
o f  i n s t a l l a t i o n  and  e q u ip m e n t, a s  w e l l  a s  r e a d y  a c c e s s  t o  a  v a r i e t y  o f  s u p p l i e s  
an d  s e r v i c e s .  I t  s h o u ld  n o t  b e f o r g o t t e n  t h a t  an  e co n o m ic  s t r u c t u r e ,  o n c e  
d e v e l o p e d , h a s  a  t e n d e n c y  t o  p e r p e t u a t e  i t s e l f  and t h i s  may im pede a n y  s u b s e q u e n t
c h a n g e s  t h a t  may b e  r e q u i r e d  i n  m ovin g t o  a  h i g h e r  l e v e l  o f  i n d u s t r i a l
d e v e lo p m e n t . Undue e m p h a sis  on t h e  t r a d i t i o n a l  s e c t o r  m ig h t t h e r e f o r e  d e la y  
many o f  t h o s e  th o r o u g h g o in g  c h a n g e s  w h ich  a r e  a  n e c e s s a r y  c o n d i t i o n  f o r  a c h i e v i n g  




1 8 .  A bove a l l  i t  m u st b e  r e a l i z e d  t h a t  o n ly  t h o s e  t r a d i t i o n a l  i n d u s t r i e s  w h ich  
p ro d u c e  a  s u r p l u s  o v e r  an d  ab o v e  w h at a c c r u e s  t o  t h e  w o rk e rs  e n g a g e d  i n  th e m , 
make an y  c o n t r i b u t i o n  t o  o v e r - a l l  e co n o m ic  g r o w th . T h e re  h a s  so m e tim e s  b e e n  a  
te n d e n c y  t o  t r e a t  c e r t a i n  k in d s  o f  c o t t a g e  i n d u s t r y  a s  a  n e c e s s a r y  fo rm  o f  s o c i a l  
s u b s id y  w i t h o u t  p r e p a r i n g  f o r  t h e  t r a n s i t i o n  t o  m ore v i a b l e  fo rm s o f  p r o d u c t i o n .  
T h e re  may b e a  c a s e  f o r  e x p l o r i n g  t h e  p o t e n t i a l i t i e s  o f  t e c h n o l o g i e s  t h a t  c o u ld  
s u p e r s e d e  e x i s t i n g  u n p r o f i t a b l e  t e c h n iq u e s  o f  t r a d i t i o n a l  i n d u s t r y ,  and t h a t  
c o u ld  b e acco m m o d ated  w i t h i n  a  r u r a l  e n v ir o n m e n t . A d v a n ta g e  m ig h t b e ta k e n  o f  
t h e  e x p e r i e n c e  o f  v i l l a g e  b a s e d  i n d u s t r y  i n  s u c h  c o u n t r i e s  a s  I n d i a  an d  J a p a n .  
H o w ev er, i t  i s  i m p o r t a n t  t o  n o te  t h a t  e v e n  i n  t h e s e  c o u n t r i e s ,  r u r a l  
i n d u s t r i a l i z a t i o n  h a s  n o t  b e e n  c o n c e i v e d  o f  a s  an  a l t e r n a t i v e  t o  u rb a n  f a c t o r y -  
b a s e d  i n d u s t r y ,  and i t  i s  t h e  l a t t e r  t h a t  h a s  p r o v id e d  t h e  m ain  im p e tu s  t o  g r o w th .
( 2 )  The s e c t o r a l  a l l o c a t i o n  o f  r e s o u r c e s  w i t h i n  m odern i n d u s t r y
1 9 *  The h i s t o r i c a l  e x p e r i e n c e  o f  d e v e lo p in g  c o u n t r i e s  h a s  a n  i m p o r ta n t  b e a r i n g  
on t h e  n a t u r e  o f  t h e  c h o i c e  t h a t  t h e s e  c o u n t r i e s  may make r e g a r d i n g  t h e  s e c t o r s  
o f  i n d u s t r y  t o  b e  p ro m o te d . E x c e p t  i n  a  h a n d f u l  o f  r e l a t i v e l y  a d v a n c e d  
d e v e l o p i n g  c o u n t r i e s ,  i n d u s t r i a l  d e v e lo p m e n t h a s  h i t h e r t o  c o n c e n t r a t e d  a l m o s t  
e x c l u s i v e l y  on co n su m er g o o d s i n d u s t r i e s ,  and  p r o d u c e r  g o o d s i n d u s t r i e s  a r e  
c o n s p ic u o u s  b y  t h e i r  a b s e n c e .  Thus t h e  i n d u s t r y  o f  m o st d e v e l o p i n g  c o u n t r i e s  
i s  e s s e n t i a l l y  a  d e p e n d e n t i n d u s t r y  -  d e p e n d e n t i n  t h e  s e n s e  t h a t  i t  r e l i e s  on  
e x t e r n a l  s o u r c e s  o f  s u p p ly  f o r  r e n e w a l  and e x p a n s i o n .  The d e p e n d e n ce  i s  e v e n  
g r e a t e r  w h ere  t h e  n e w l y - e s t a b l i s h e d  i n d u s t r i e s  draw  s u b s t a n t i a l l y  upon im p o rte d  
raw  m a t e r i a l s  and  co m p o n e n ts .
2 0 .  T h is  h a s  come a b o u t  th r o u g h  a  r e a d i l y  e x p l a i n a b l e  p r o c e s s .  S t a r t i n g  o u t  
fro m  an  i n i t i a l  s t r u c t u r e  i n  w h ich  p r im a r y  p r o d u c t i o n  p r e d o m in a t e s ,  and  w here  
t h e  demand f o r  m a n u f a c t u r e s ,  p r i n c i p a l l y  co n su m er g o o d s , h a s  b e e n  m et i n  a  
r e l a t i v e l y  h ig h  p r o p o r t i o n  b y  i m p o r t s ,  t h e r e  h a s  b e e n  a  n a t u r a l  te n d e n c y  t o  
d i r e c t  much o f  t h e  i n d u s t r i a l  d e v e lo p m e n t e f f o r t  i n t o  i m p o r t - s u b s t i t u t i n g  
co n su m er g o o d s i n d u s t r i e s .  T h is  h a s  e s p e c i a l l y  b e e n  t h e  c a s e  w h ere  
i n d u s t r i a l i z a t i o n  h a s  b e e n  a cc o m p a n ie d  b y  im p o rt  r e s t r i c t i o n s  im p o sed  p r i m a r i l y  
f o r  b a l a n c e  o f  p ay m en ts r e a s o n s .  O nly i n  a  s e c o n d  s t a g e ,  when t h e  d e v e lo p m e n t  
o f  co n su m e r g o o d s i n d u s t r i e s  b u i l d s  up a  h e a v y  demand f o r  im p o rte d  c a p i t a l  g o o d s ,
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E n g l i s h
P ag e  1 3
d o e s  t h e  n e e d  t o  c o n s e r v e  f o r e i g n  e x c h a n g e  b e g in  t o  l e a d  c o u n t r i e s  to w a rd s  t h e  
e s t a b l i s h m e n t  o f  c a p i t a l  g o o d s i n d u s t r i e s .  E v e n  th e n  t h e  l i m i t e d  s i z e  o f  
d o m e s t ic  m a r k e ts  i n  m o st d e v e lo p in g  c o u n t r i e s  may im pede t h e  g ro w th  o f  c a p i t a l  • 
g o o d s  s e c t o r s .
2 1 ,  I m p o rt  s u b s t i t u t i o n  c o n c e n t r a t i n g  on co n su m er g o o d s i s  a p t  t o  m e e t w ith  
s e r i o u s  d i f f i c u l t i e s .  I n  t h e  f i r s t  g l a c e ,  t h e r e  may b e  no l o n g - t e r m  r e l e a s e  
fro m  t h e  b a l a n c e  o f  p a y m e n ts  p r o b le m . I m p o r ts  o f  m a c h in e ry  f o r  t h e  co n su m er  
g o o d s s e c t o r  w i l l  c o n t i n u e  so  l o n g  a s  a  d o m e s t ic  m a c h in e -m a k in g  s e c t o r  i s  n o t  
e s t a b l i s h e d .  The new i n d u s t r i e s  may a l s o  r e l y  s u b s t a n t i a l l y  on im p o rte d  raw  
m a t e r i a l s  and co m p o n e n ts . I n  some c a s e s ,  i n  f a c t ,  t h e  o v e r - a l l  i m p o r t - g e n e r a t i n g  
e f f e c t  may w e l l  b e  a s  g r e a t ,  e v e n  i n  t h e  lo n g  r u n ,  a s  t h e  i m p o r t - s u b s t i t u t i n g  
e f f e c t .  T h is  i s  p a r t i c u l a r l y  a p t  t c  h ap p en  w here G o v ern m en ts s e e k  t o  e n c o u r a g e  
t h e  p r o d u c t i o n  o f  d o m e s t ic  s u b s t i t u t e s  b y  c h a r g i n g  low  t a r i f f s  on im p o r ts  o f
raw  m a t e r i a l s ,  w h i le  im p o r ts  o f  th e  f i n i s h e d  g o o d s a r e  s u b j e c t  t o  h ig h  d u t i e s .  
I m p o rt  s u b s t i t u t i o n  may th e n  lo w e r  th e  p r i c e  and i n c r e a s e  t h e  t o t a l  demand f o r  
t h e  p r o d u c t ,  s o  t h a t  t o t a l  im p o r t  r e q u ir e m e n ts  may n o t  b e  re d u c e d  s i g n i f i c a n t l y .  
T h u s , w h ile  t h e  s t r u c t u r e  o f  im p o r t :  may ch a n g e  -  im p o r ts  o f  f i n i s h e d  co n su m er  
g o o d s  b e in g  p r o g r e s s i v e l y  r e p l a c e d  by  i m p o r ts  o f  raw  m a t e r i a l s ,  co m p o n en ts  and  
m a c h in e r y  -  t h e  p r e s s u r e  on th e  b a l l 'n e e  o f  p a y m e n ts  may s c a r c e l y  b e e a s e d .
2 2 .  I n  t h e  s e c o n d  p l a c e ,  t h e r e  a r e  v e r y  d e f i n i t e  l i m i t s  t o  t h e  e x t e n t  t o  w h ich  
im p o r t  s u b s t i t u t i o n  c a n  p r o c e e d ,  a s  w i l l  becom e e v i d e n t  when one c o n s i d e r s  th e  
c o u r s e  i t  u s u a l l y  t a k e s .  A s a l r e a d y  n o t e d ,  u n d e r  th e  p r e s s u r e  o f  b a l a n c e  o f  
p a y m e n ts  d i f f i c u l t i e s ,  f r e q u e n t l y  c r e a t e d  b y  t h e  p r o c e s s  o f  d e v e lo p m e n t,  
G o v ern m en ts  te n d  t o  im p ose h e a v y  d u t i e s  i n  an  e f f o r t  t o  r e s t r i c t  t h e  im p o r ts
o f  c o m m o d itie s  r e g a r d e d  a s  l e a s t  e s s e n t i a l  t o  t h e  eco n o m y . G e n e r a l l y ,  t h e  
r e s u l t i n g  h ig h  d o m e s t ic  p r i c e s  o f  t h e s e  co m m o d itie s  w i l l  make t h e i r  p r o d u c t i o n  
a d v a n ta g e o u s  fro m  t h e  p r i v a t e  p o i n t  o f  v ie w . Y e t  t h e  e s t a b l i s h m e n t  o f  su c h  
i n d u s t r i e s  may c o n t r i b u t e  l i t t l e  t< o v e r - a l l  e co n o m ic  g r o w th , w h ile  s c a r c e  
r e s o u r c e s ,  i n  p a r t i c u l a r  f o r e i g n  e x c h a n g e  an d  s k i l l e d  l a b o u r ,  may b e  d i s s i p a t e d  
on p r o d u c t s  g o in g  i n t o  l u x u r y  c o n s u m p tio n . I n  o t h e r  w o rd s , t h e  p r o t e c t i o n  o f  
t h e  d o m e s t ic  m a rk e t  and t h e  i n c e n t i v e  t o  l o c a l  p r o d u c t i o n  may w e l l  b e  g r e a t e s t  
w h ere  t h e  n e e d s  o f  t h e  econom y a r e  l e a s t .
E / C . 5 / 7 5
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2 3 . Thus t h e r e  a r e  o b v io u s  d a n g e r s  i n  a ss u m in g  t o o  r e a d i l y  t h a t  d e v e lo p in g  
c o u n t r i e s  sh o u ld  c o n c e n t r a t e  on t h e  co n su m er g o o d s i n d u s t r i e s ,  and im p o rt  a l l  t h e  
m a c h in e ry  and eq u ip m en t t h e y  r e q u i r e  f o r  t h i s  p u r p o s e . H ow ever, w h e re  d o m e s tic  
m a r k e ts  a r e  l i m i t e d ,  d e v e lo p m e n t o f  i n t e r m e d i a t e  an d  c a p i t a l  g o o d s i n d u s t r i e s  may 
c a l l  f o r  r e g i o n a l  c o - o p e r a t i o n ,  n o t a b ly  i n  t h e  fo rm  o f  c o - o r d i n a t i o n  o f  i n v e s tm e n t  
p la n s  a cc o m p a n ie d  by a r r a n g e m e n ts  f o r  s p e c i a l i z a t i o n  and e x c h a n g e .
2 k .  T h e se  p ro b le m s a r e  c o n s i d e r e d  m ore f u l l y  b e lo w . E v en  w i t h i n  a  n a t i o n a l  
f ra m e w o rk , h o w e v e r , a  b e g in n in g  o u g h t t o  b e  p o s s i b l e .  T h e re  a r e  c e r t a i n  
q u a n t i t a t i v e l y  n o t  i n s i g n i f i c a n t  t y p e s  o f  e n g i n e e r i n g  p r o d u c t i o n  t h a t  c o u ld  r e a d i l y  
b e  e s t a b l i s h e d  i n  d e v e lo p in g  c o u n t r i e s .  Such i n d u s t r i e s  w ould  e n c o u r a g e  t h e  
a c q u i s i t i o n  o f  t h o s e  s k i l l s  t h a t  c a n  b e  d e v e lo p e d  o n ly  b y  a c t u a l  e x p e r i e n c e ,  and  
t h e  d e v e lo p m e n t o f  w h ich  i s  a n  e s s e n t i a l  p a r t  o f  t h e  i n d u s t r i a l  g ro w th  p r o c e s s .
D. The C h o ic e  o f  T e c h n iq u e s
25 . The t h e o r e t i c a l  l i t e r a t u r e  on t h e  c h o i c e  o f  t e c h n i q u e s  h a s  b e e n  c o n c e r n e d  w ith  
w h e th e r  d e v e l o p in g  c o u n t r i e s  sh o u ld  p r e f e r  r e l a t i v e l y  c a p i t a l - i n t e n s i v e  o r  l a b o u r -  
i n t e n s i v e  t e c h n iq u e s  o f  p r o d u c t i o n  i n  e a c h  b r a n c h  o f  i n d u s t r y .  H i s t o r i c a l l y  
s p e a k i n g ,  t h e  p r o p o n e n ts  o f  l a b o u r - i n t e n s i v e  t e c h n i q u e s  w e re  t h e  e a r l i e s t  i n  t h e  
f i e l d ,  b a s i n g  t h e i r  a rg u m e n t on t h e  r e l a t i v e  ab u n d an ce  o f  l a b o u r  an d  s c a r c i t y  o f  
c a p i t a l  i n  d e v e lo p in g  c o u n t r i e s .  The a d v o c a t e s  o f  m ore c a p i t a l - i n t e n s i v e  
t e c h n iq u e s  h a v e  b a s e d  t h e i r  c a s e  a g a i n s t  t h i s  on t h e  m ore f a v o u r a b l e  i m p l i c a t i o n s  
f o r  e co n o m ic  g ro w th  o f  t h e s e  t e c h n i q u e s  a s  co m p ared  w ith  t h e  l a b o u r - i n t e n s i v e  
a l t e r n a t i v e .
2 6 .  T h e re  i s  l i t t l e  d o u b t t h a t  t h e  i s s u e  in v o l v e d  i s  a  v e r y  r e a l  one an d  one on  
w h ich  p r o j e c t  p l a n n e r s  e s p e c i a l l y  r e q u i r e  e x p l i c i t  g u i d a n c e .  The am ount o f  c a p i t a l  
i n v e s t e d  o r  em bodied  i n  a  t e c h n iq u e  p e r  u n i t  o f  la b o u r  em p loyed  i n  o p e r a t i n g  i t  -
a  c o n v e n i e n t  w o rk in g  d e f i n i t i o n  o f  c a p i t a l  i n t e n s i t y  -  may v a r y  w id e ly  fro m  
t e c h n iq u e  t o  t e c h n i q u e .  I n  w e a v in g  c l o t h ,  f o r  e x a m p le , t h e r e  i s  a  w id e  r a n g e  o f  
a l t e r n a t i v e s  t o  c h o o s e  f ro m , r a n g in g  fro m  t h e  th ro w  s h u t t l e  h an d  loo m  t o  t h e  
a u t o m a t ic  p ow er lo o m . I n  t r a n s p o r t  t h e r e  i s  a  c h o i c e  b e tw e e n  t r a i n s ,  t r u c k s  and  
o x - c a r t s j  i n  f a r m i n g , b e tw e e n  v a r i o u s  k in d s  o f  p lo u g h s  and t r a c t o r s .  And t h e s e  





2 7 . The t e c h n i q u e  t o  be p r e f e r r e d  i n  a n y  g i v e n  c a s e  d ep en d s p a r t l y  on e co n o m ic  
c r i t e r i a ?  and p a r t l y  on t h e  u l t i m a t e  o b j e c t i v e s  o f  p o l i c y ?  w h ich  i n  t u r n  r e s t  on  
n o n -e c o n o m ic  v a l u e  ju d g e m e n ts . I t  a p p e a r s  t h a t  t h e  d e g r e e  o f  c a p i t a l  i n t e n s i t y  
i s  n o t  t h e  o n l y  f a c t o r  t o  b e  c o n s i d e r e d  i n  t h e  c h o i c e  o f  t e c h n i q u e s .  Any g i v e n  
t e c h n i q u e  i s  a s s o c i a t e d  n o t  o n l y  w it h  a  p a r t i c u l a r  c o n t r i b u t i o n  t o  em p loym en t p e r  
u n i t  o f  in v e s t m e n t  i n  t h e  t e c h n iq u e  ( t h e  r e c i p r o c a l  o f  c a p i t a l  i n t e n s i t y  a s  d e f in e d  
a b o v e )  b u t  w i th  a  p a r t i c u l a r  c o n t r i b u t i o n  t o  t o t a l  o u tp u t  an d  h e n c e  a  p a r t i c u l a r  
o u tp u t  p e r  man em p loy ed  i n  o p e r a t i n g  t h a t  t e c h n i q u e .  Any t e c h n i q u e  w h ic h  m akes
a  h i g h e r  c o n t r i b u t i o n  t o  b o th  t o t a l  o u tp u t  and o u tp u t  p e r  man i s  t o  b e  p r e f e r r e d  
a s  b e in g  s u p e r i o r ?  i r r e s p e c t i v e  o f  em ploym ent p e r  u n i t  o f  in v e s t m e n t  o r  t h e  
d e g r e e  o f  c a p i t a l  i n t e n s i t y .  C o n v e rs e ly ?  t h e  t e c h n iq u e  w h ich  r e s u l t s  i n  b o th  
a  s m a l l e r  t o t a l  o u tp u t  and o u tp u t  1 e r  man i s  t o  b e  d is m is s e d  a s  b e in g  i n f e r i o r ?  
a g a i n  i r r e s p e c t i v e  o f  c a p i t a l  i n t e n s i t y .
2 8 .  Thus a  m e a n in g f u l  p ro b le m  o f  1 - o h n o l o g i c a l  c h o i c e  a r i s e s  o n ly  when on e  
t e c h n iq u e  y i e l d s  a  lo w e r  t o t a l  o u tp u t  w it h  a  h i g h e r  o u tp u t  p e r  man and  a  h i g h e r  
c a p i t a l  i n t e n s i t y  t h a n  a n o t h e r .  In  t h i s  c a s e ?  a t  a n y  g i v e n  r e a l  w age r a t e ?  t h e r e  
m ay b e  a  c o n f l i c t i n g  c h o i c e  b e tw e e n  a  r e l a t i v e l y  c a p i t a l - i n t e n s i v e  t e c h n iq u e  t h a t  
m a x im iz e s  t h e  s u r p l u s  a v a i l a b l e  f o r  r e i n v e s t m e n t  -  an d  h e n c e  f o r  a c c e l e r a t i n g  
g r o w th ; and  a  r e l a t i v e l y  l a b o u r - i n t e n s i v e  t e c h n iq u e  t h a t  m a x im iz e s  c u r r e n t  
em ploym ent an d  o u tp u t?  b u t  g e n e r a t e ,  a  s m a l l e r  s u r p l u s  an d  a  lo w e r  r a t e  o f  g r o w th .
29 . I f  t h e  o b j e c t i v e  o f  p o l i c y  i s  t o  i n c r e a s e  em ploym ent and o u tp u t  i n  t h e  s h o r t  
ru n ? t h e  l a b o u r - i n t e n s i v e  t e c h n iq u e  i s  l i k e l y  t o  b e  p r e f e r a b l e .  I f ?  on t h e  o t h e r  
han d ? t h e  o b j e c t i v e  i s  t h e  g r e a t e s t  l o n g - r u n  g ro w th  o f  o u tp u t  an d  em p loym en t? t h e n  
t h e  c h o i c e  may l i e  w ith  t h e  c a p i t a l - i n t e n s i v e  t e c h n i q u e .  The g ro w th  p a t h  o f  o u tp u t  
o v e r  t im e  w it h  a  l a b o u r - i n t e n s i v e  te c h n iq u e ?  th o u g h  com m encing a t  a  h i g h e r  l e v e l  o f  
o u tp u t?  w i l l  g e n e r a l l y  b e  l e s s  s t e e p  t h a n  w it h  a  c a p i t a l - i n t e n s i v e  t e c h n i q u e .
U n t i l  t h e  p a t h s  i n t e r s e c t ?  t h e  l a b o u r - i n t e n s i v e  t e c h n iq u e  w i l l  n e c e s s a r i l y  y i e l d  
t h e  h i g h e r  a g g r e g a t e  o u t p u t s .  B u t t h e r e  w i l l  a lw a y s  b e  some p e r i o d  o f  t im e  
t h e r e a f t e r  when t h e  a g g r e g a t e  o u tp u t  o f  t h e  tw o t e c h n i q u e s  w i l l  h a v e  becom e e q u a l ;  
fro m  t h e n  o n  t h e  c a p i t a l - i n t e n s i v e  t e c h n iq u e  w i l l  b e  s u p e r i o r  i n  t h e  s e n s e  o f  
p r o d u c in g  a  l a r g e r  an d  i n c r e a s i n g  volum e o f  o u t p u t .  The p r e c i s e  c h o i c e  d ep en d s on  
t h e  t im e  p r e f e r e n c e  o f  t h e  co m m u n ity . G iven  an  a r b i t r a r y  p la n n in g  p e r i o d ?  t h e  
p r e f e r r e d  t e c h n iq u e  b eco m es t h a t  w h ich  p r o v i d e s  t h e  l a r g e r  a g g r e g a t e  o u t p u t  o v e r  
t h a t  p e r i o d .
3 0 .  One i m p o r t a n t  a s s u m p tio n  u n d e r ly in g  t h e  f o r e g o i n g  e x p o s i t i o n  i s  t h a t  o f  
c o n s t a n t  r e t u r n s  t o  s c a l e  i n  p r o d u c t i o n .  I n  f a c t ,  o f  c o u r s e ,  t h e r e  c o u ld  a l s o  
b e  d im in is h in g  o r  i n c r e a s i n g  r e t u r n s  t o  s c a l e ,  w h ich  w ould  a f f e c t  t h e  p ro b le m  
o f  c h o i c e  i n  p a r t i c u l a r  c a s e s .  F o r  e x a m p le , e v e n  a  t h e o r e t i c a l l y  " s u p e r i o r "  
t e c h n iq u e  may h a v e  t o  b e r u l e d  o u t  i f  i t  c a n  o n ly  be u s e d  a b o v e  a  c e r t a i n  s c a l e  o f  
p r o d u c t i o n  w h ich  w ould  n o t  b e  j u s t i f i e d  b y  m a rk e t  c o n s i d e r a t i o n s .  Thus t h e  r a n g e  
o f  m e a n in g f u l  c h o i c e  may b e c o n s i d e r a b l y  m ore r e s t r i c t e d  i n  p r a c t i c e  t h a n  i n  t h e o r y .
3 1 .  A s i m i l a r  n a rro w in g  o f  t h e  r a n g e  o f  f e a s i b l e  c h o i c e  b eco m es e v i d e n t  when  
on e d i s t i n g u i s h e s  b e tw e e n  b a s i c  o r  " c o r e "  p r o c e s s e s  and " a n c i l l a r y  o r  a u x i l i a r y "  
a c t i v i t i e s  su c h  a s  m a t e r i a l s  h a n d l i n g ,  w a r e h o u s in g , p a c k a g in g ,  m a in te n a n c e  s h o p s ,  
e t c .  The r a n g e  o f  a l t e r n a t i v e s  i n  t h e  f o rm e r  m ay, f o r  t e c h n o l o g i c a l  r e a s o n s ,
b e  q u i t e  r e s t r i c t e d .  T h e re  m ay, on t h e  o t h e r  h a n d , b e  c o n s i d e r a b l y  m ore  
f l e x i b i l i t y  a s  r e g a r d s  t h e  l a t t e r  o p e r a t i o n s .
3 2 .  The p r e c e d i n g  d i s c u s s i o n  i s  b a s e d  o n  t h e  a s s u m p tio n  o f  a  p e r f e c t l y  e l a s t i c  
s u p p ly  o f  h om ogeneous la b o u r  a t  t h e  g i v e n  r e a l  w age r a t e .  I f ,  h o w e v e r , l a b o u r  i s  
n o t  h o m o g en eo u s, and p a r t i c u l a r  s k i l l s  a r e  s c a r c e ,  t h e  t e c h n iq u e  w h ich  m a x im iz e s  
t h e  r a t e  o f  g ro w th  w i l l  te n d  t o  b e  c o r r e s p o n d i n g l y  m ore c a p i t a l - i n t e n s i v e ;  and  
t h e  t e c h n iq u e  w h ich  m a x im iz e s  c u r r e n t  o u tp u t  may e v e n  h a v e  t o  b e  r u l e d  o u t  
a l t o g e t h e r  a s  p r o d u c in g  a  l o s s .  I n  o t h e r  w o rd s , t o  t h e  e x t e n t  t h a t  p a r t i c u l a r  
s k i l l s  a r e  s c a r c e  i n  d e v e lo p in g  c o u n t r i e s ,  t h e r e  may be a  c a s e  f o r  m oving t o  m ore  
c a p i t a l - i n t e n s i v e  t e c h n i q u e s ,  w h a te v e r  t h e  c r i t e r i o n  em p lo y ed .
3 3 -  I n d u s t r i a l  p la n n in g  a l s o  n e e d s  t o  t a k e  a c c o u n t  o f  t h e  r i s e  o f  w ages o v e r  
t i m e .  T h is  f u r n i s h e s  a  r e a s o n  f o r  t h e  a d o p t io n  o f  r a t h e r  m ore c a p i t a l - i n t e n s i v e  
t e c h n i q u e s  i n  c h o o s in g  b e tw e e n  a l t e r n a t i v e  k in d s  o f  d u r a b le  p l a n t  e x p e c t e d  t o  
r e m a in  i n  o p e r a t i o n  f o r  a  r e l a t i v e l y  lo n g  p e r i o d  o f  t i m e .  P e r  c o n t r a  i n  t h e  
c o n s t r u c t i o n  p h a s e  o f  a  p r o j e c t  t h e  c h o i c e  o f  t e c h n iq u e  i s  l e s s  m a t e r i a l .  In  t h e  
f u t u r e  l i f e  o f ,  s a y ,  a  f a c t o r y  b u i l d i n g  i t  m a t t e r s  r e l a t i v e l y  l i t t l e  w h e th e r  i t  
w as c o n s t r u c t e d  w it h  m ore o r  l e s s  c a p i t a l - i n t e n s i v e  m e th o d s .
3 k .  I t  i s  a l s o  n e c e s s a r y  t o  t a k e  a c c o u n t  o f  t h e  f a c t  t h a t  d i f f e r e n t  t y p e s  o f
e n t e r p r i s e  h a v e  d i f f e r e n t  p r o p e n s i t i e s  t o  consum e o u t  o f  p r o f i t s .  L a b o u r - i n t e n s i v e
t e c h n i q u e s  a r e  f r e q u e n t l y  a s s o c i a t e d  w ith  s m a l l - s c a l e  e s t a b l i s h m e n t s  -  o f t e n  f a m i l y
b u s i n e s s e s  and p a r t n e r s h i p s  -  w ith  a  r e l a t i v e l y  low  p r o p e n s i t y  t o  s a v e  o u t  o f  





i n  t h e  l i g h t  o f  t h e  c h a r a c t e r i s t i c  i m p e r f e c t i o n  o f  c a p i t a l  m a r k e ts  i n  m o st  
d e v e l o p i n g  c o u n t r i e s ,  w h ere  i n v e s tm e n t  i s  f i n a n c e d  l a r g e l y  fro m  s a v i n g s  o u t  o f  
p r o f i t s .  S m a ll  e s t a b l i s h m e n t s ,  i f  l e s s  w e l l  r u n , may a l s o  im p ly  a  lo w e r  
p r o d u c t i v i t y  p e r  man f o r  a n y  g iv e n  l e v e l  o f  t e c h n i q u e s .  Thus n o t  o n l y  i s  t h e  
s u r p l u s  a v a i l a b l e  f o r  r e i n v e s t m e n t  l i k e l y  t o  b e  l a r g e r  w h e re  c a p i t a l - i n t e n s i v e  
t e c h n i q u e s  a r e  em p lo y e d , b u t  t h e  r r o p o r t i o n  o f  t h e  a v a i l a b l e  s u r p l u s  a c t u a l l y  
p lo u g h e d  b a c k  i n t o  i n d u s t r y  may te n d  t o  b e  s u b s t a n t i a l l y  h i g h e r .
35- T h is  i s  n o t  t o  s a y  t h a t  t h e  m a x im iz a tio n  o f  t h e  r e i n v e s t e d  s u r p l u s  s h o u ld  
b e  r e g a r d e d  a s  t h e  d e c i s i v e  c r i t e r i o n  i n  a l l  c i r c u m s t a n c e s .  I t  may b e a  m a t t e r  o f  
g r e a t  u r g e n c y  t o  sw eep a s  l a r g e  a  p r o p o r t i o n  o f  t h e  r u r a l  p o p u l a t i o n  a s  p o s s i b l e  
i n t o  t h e  a m b it  o f  t h e  " a d v a n c e d '1 e c t o r ,  a s  a  w ay o f  r e l i e v i n g  u n d e r-e m p lo y m e n t  
an d  w r e t c h e d l y  low  l e v e l s  o f  l i v i  n g . To l e a v e  th em  t o  w a i t  i t  o u t  i n  t h e  
" s u b s i s t e n c e "  s e c t o r  u n t i l  a n  " a d v a n c e d "  s e c t o r  b a s e d  on c a p i t a l - i n t e n s i v e  
t e c h n i q u e s  c a t c h e s  up w it h  th em  may w e l l  b e  b eyon d  t h e  c a p a c i t y  o f  g o v e rn m e n ts  t o  
a c c o m p l i s h .  I t  i s  a t  t h i s  p o i n t  t h a t  l a b o u r - i n t e n s i v e  t e c h n i q u e s  b ecom e r e l e v a n t  
fro m  t h e  s t a n d p o i n t  o f  g e n e r a t i n g  g r e a t e r  im m e d ia te  em ploym ent o p p o r t u n i t i e s ,  
a l b e i t  a t  t h e  c o s t  o f  a  d im in is h e d  s u r p l u s ;  an d  t h e  c o n s c i o u s  s e a r c h  f o r  i s l a n d s  
o f  q u a s i -m o d e r n  i n d u s t r y  may b e u n d e r ta k e n  w i t h i n  t h e  s u b s i s t e n c e  s e c t o r  i t s e l f .  
36 . One p o s s i b l e  co m p ro m ise  b e tw e e n  im m e d ia te  em ploym ent n e e d s  an d  l o n g - r u n  
g ro w th  p o t e n t i a l  m ig h t b e  t o  o p t  f o r  t h e  m o st c a p i t a l - i n t e n s i v e  t e c h n i q u e s  i n  t h e  
c a p i t a l  g o o d s  s e c t o r ,  w it h  t h e  h i g h e s t  g ro w th  p o t e n t i a l  ( th o u g h  t h e r e  may be  
s u b s t a n t i a l l y  l e s s  s c o p e  f o r  t e c h n o l o g i c a l  c h o i c e  i n  t h i s  f i e l d  a s  m o st t e c h n i q u e s  
may t e n d  t o  b e  r e l a t i v e l y  c a p i t a l - i n t e n s i v e  an y w ay ) w h ile  p r e f e r r i n g  r e l a t i v e l y  
m ore l a b o u r - i n t e n s i v e  t e c h n iq u e s  i n  t h e  co n su m er g o o d s s e c t o r .  T h i s ,  o f  c o u r s e ,  
i s  n o t  w i t h o u t  i t s  d is a d v a n t a g e s  o n  o t h e r  c o u n t s .  F o r  i n s t a n c e  t h e  co n su m er g o o d s  
p ro d u c e d  may b e o f  i n f e r i o r  q u a l i  ty  when co m p ared  w it h  t h o s e  r e s u l t i n g  fro m  m ore  
c a p i t a l - i n t e n s i v e  t e c h n i q u e s ;  an d  c e r t a i n  k in d s  o f  h e a v y  i n d u s t r y  m ay b e  r u l e d  o u t  
f o r  r e a s o n s  c o n n e c te d  w it h  t h e  l i m i t e d  s i z e  o f  d o m e s tic  m a r k e ts .  T h e re  i s  a l s o  
t h e  p ro b le m  t h a t  co n su m er g o o d s t h a t  a r e  p ro d u c e d  w it h  o b s o l e t e  o r  o b s o l e s c e n t  
t e c h n i q u e s  may b e  l e s s  r e a d i l y  s a l e a b l e  i n  e x p o r t  m a r k e t s .  A l l  t h a t  c a n  b e  s a i d  
a t  t h i s  v e r y  g e n e r a l  l e v e l  o f  d i s c u s s i o n  i s  t h a t  no u n i v e r s a l  fo r m u la  f o r  
t e c h n o l o g i c a l  c h o i c e  c a n  b e  p r e s c r i b e d ,  and t h a t  t h e  c o m p e tin g  a l t e r n a t i v e s  n eed  








E . The I n s t i t u t i o n a l  Fram ew ork  o f  P la n  Im p le m e n ta tio n
3 7 -  The f i n a l  i s s u e  -  t h e  q u e s t i o n  o f  t h e  r e l a t i v e  p r o p o r t i o n s  o f  t h e  p r i v a t e  
and p u b l i c  s e c t o r s  -  e s s e n t i a l l y  b e lo n g s ?  so  f a r  a s  i t  i s  a n  e co n o m ic  i s s u e ?  t o  
t h e  r e a l m  o f  p la n  im p le m e n ta tio n . Once a  c o u n t r y  h a s  s e t t l e d  f o r  i t s e l f  t h e  
b r o a d  s t r a t e g y  o f  i n d u s t r i a l  d e v e lo p m e n t t h a t  i t  i n t e n d s  t o  f o l lo w ?  and h a s  
d e te r m in e d  t h e  p r i o r i t i e s  o f  i t s  v a r i o u s  e co n o m ic  and s o c i a l  o b j e c t i v e s ?  t h e  
g o v e rn m e n t h a s  a t  i t s  d i s p o s a l  a  v a r i e t y  o f  d i r e c t  and i n d i r e c t  m eans f o r  
p ro m o tin g  t h e  a c h ie v e m e n t  o f  t h e  i n d u s t r i a l  g o a l s  d e s i r e d .  W here p r i n c i p a l  
r e l i a n c e  i s  p l a c e d  on p r i v a t e  i n i t i a t i v e ?  c h i e f  im p o r ta n c e  a t t a c h e s  t o  t h e  
e x p e c t a t i o n s  o f  e n t r e p r e n e u r s  r e g a r d i n g  l o n g - t e r m  p r o s p e c t s  f o r  e co n o m ic  g ro w th  
i n  t h e  c o u n t r y  c o n c e r n e d . The t a s k  o f  t h e  a u t h o r i t i e s  may b e  o f  tw o k in d s .  T h ey  
may i n  t h e  f i r s t  p l a c e  a s s i s t  i n  c r e a t i n g  t h o s e  e x p e c t a t i o n s  among e n t r e p r e n e u r s  
w h ich  w i l l  e n s u r e  t h a t  in v e s tm e n t  w i l l  r e a c h  t h e  r a t e  d e te r m in e d  i n ' t h e  p la n  and  
t h a t  i t  w i l l  b e  c h a n n e l le d  i n  t h e  d i r e c t i o n s  c o n s i d e r e d  d e s i r a b l e  fro m  t h e  p o i n t  
o f  v ie w  o f  t h e  econom y a s  a  w h o le? t h a t  i s  i n  a c c o r d a n c e  w it h  t h e  p r i o r i t i e s  l a i d  
down i n  t h e  p l a n .  In  t h e  e v e n t  t h a t  p r i v a t e  e n t r e p r e n e u r i a l  a c t i o n  f a l l s  s h o r t  o f  
w h at i s  d e s i r e d ?  t h e  q u e s t i o n  a r i s e s  o f  e x te n d i n g  t h e  s p h e r e  o f  d i r e c t  p u b l i c  
a c t i v i t y .
38 . Many g o v e rn m e n ts  u s e  t h e  t r a d i t i o n a l  p o l i c y  m e a s u re s  o f  a  f i s c a l ?  f i n a n c i a l  
an d  m o n e ta ry  n a t u r e  t o  e n c o u ra g e  e n t r e p r e n e u r i a l  a c t i v i t y  i n  i n d u s t r y .  The 
s u c c e s s  o f  a  c o u n t r y  i n  c r e a t i n g  c o n d i t i o n s  f a v o u r a b l e  t o  i n d u s t r i a l  g ro w th  may? 
h o w e v e r , d ep en d  on f a c t o r s  q u i t e  o u t s i d e  t h e  f i e l d  o f  i n d u s t r i a l  i n c e n t i v e s ?  
n a r r o w ly  c o n s i d e r e d .  Such f a c t o r s  may r a n g e  fro m  t h e  v i g o u r  w ith  w h ich  t h e  
r e o r g a n i z a t i o n  and m o d e r n iz a t io n  o f  t h e  r u r a l  econom y a r e  u n d e r ta k e n  t o  t h e  
e f f e c t i v e n e s s  o f  g e n e r a l  g o v ern m en t p o l i c i e s  i n  m o b i l i z i n g  p h y s i c a l  an d  f i n a n c i a l  
r e s o u r c e s  f o r  d e v e lo p m e n t and i n  c r e a t i n g  c o n f i d e n c e  i n  t h e  e co n o m ic  f u t u r e  o f  
t h e  c o u n t r y .  I n  t h e  a b s e n c e  o f  su c h  a  f a v o u r a b l e  fram ew o rk  f o r  i n d u s t r i a l  
d e v e lo p m e n t?  p a r t i c u l a r  i n c e n t i v e s  may e n t i r e l y  f a i l  i n  t h e i r  o b j e c t i v e s .
3 9 *  E v en  w h ere  t h e  g e n e r a l  e n v iro n m e n t f o r  i n d u s t r i a l  g ro w th  i s  f a v o u r a b l e ?  
c o n s i d e r a b l e  u n c e r t a i n t y  e x i s t s  r e g a r d i n g  t h e  e x t e n t  t o  w h ich  t h e  t r a d i t i o n a l  
i n c e n t i v e s  may b e  e f f e c t i v e  i n  a c c e l e r a t i n g  t h e  a d v a n c e  o f  i n d u s t r y .  T h is  i s  
b e c a u s e  no th o r o u g h g o in g  a s s e s s m e n ts  o f  c o m p a r a t iv e  e x p e r i e n c e  i n  t h i s  f i e l d  h a v e
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h a v e  y e t  b e e n  m ade. I t  i s  f r e q u e n t l y  assu m ed  b o th  b y  g o v e rn m e n ts  an d  b y  t h e i r  
a d v i s o r s  t h a t  t a x  h o l i d a y s ,  l i b e r a l  c r e d i t  p o l i c i e s  and le w  i n t e r e s t  r a t e s ,  
p r e f e r e n t i a l  e x c h a n g e  r a t e s  f o r  c e r t a i n  p u r p o s e s  and o t h e r  fo rm s o f  f i s c a l ,  
m o n e ta ry  and f i n a n c i a l  i n c e n t i v e s  p r o v id e  a n  im p o r ta n t  in d u c e m e n t t o  e n t e r p r i s e ,  
w h e th e r  d o m e s t ic  o r  f o r e i g n .  On t h e  o t h e r  h a n d , i t  h a s  b e e n  s u g g e s te d  t h a t  i n  
many c a s e s  s u c h  d e v i c e s  a s  t a x  ho!. 1 l a y s  h a v e  m e r e ly  d e p r iv e d  g o v e rn m e n ts  o f  
re v e n u e  fro m  e n t e r p r i s e s  t h a t  w ould h a v e  b e e n  s e t  up i n  a n y  e v e n t ,  b e c a u s e  o f  t h e  
u n d e r l y i n g  p r o f i t a b i l i t y  o f  t h e  b u s i n e s s  o p e r a t i o n  i n  q u e s t i o n .  W h ile  t h e  e f f i c a c y  
o f  i n c e n t i v e  m e a s u re s  i s  n o t  t o  b e  b e l i t t l e d  i n  c e r t a i n  c i r c u m s t a n c e s ,  much m ore  
e v i d e n c e  and e m p i r i c a l  a n a l y s i s  a r e  n eed ed  o f  t h e  e x t e n t  t o  w h ich  g o v e rn m e n ts  
o u g h t t o  r e l y  on  th em  i n  t h e i r  d e v e lo p m e n t e f f o r t s .
b O .  I t  i s  so m e tim e s  n o t  s u f f i c i e n t l y  r e a l i z e d  t h a t  e v e n  i n d i r e c t  p o l i c y  m e a s u r e s  
a c t u a l l y  am ount t o  t h e  s u b s i d i z a t i o n  o f  c e r t a i n  e co n o m ic  u n d e r ta k i n g s  i n  p r e f e r e n c e  
t o  o t h e r s .  W here t h e  i n d u s t r i a l  3 e c t o r  i s  n o t  l a r g e ,  i n d i r e c t  m e a s u re s  o f  p o l i c y  
may i n  f a c t  b e  ta n ta m o u n t t o  t h e  d i r e c t  f a v o u r i n g  o f  s p e c i f i c  e n t e r p r i s e s .  I f  
t h i s  w e re  u n d e r s to o d  c l e a r l y  i t  m ig h t o f t e n  b e  fo u n d  p r e f e r a b l e  t o  p r o v i d e  f o r  
s u c h  d i r e c t  s u p p o r t  i n  a  m an n er l e n d in g  i t s e l f  t o  p r o p e r  q u a n t i t a t i v e  e v a l u a t i o n  
i n s t e a d  o f  a d o p t in g  m e a s u re s  t h e  d i r e c t  c o s t  o f  w h ich  i s  d i f f i c u l t  t o  e s t i m a t e  and  
t h e  i n d i r e c t  e f f e c t s  o f  w h ich  ca n  h a r d l y  b e a s c e r t a i n e d .  A l l  i n d i r e c t  m e a s u r e s  o f  
s u p p o r t  s h o u ld ,  w h e r e v e r  p o s s i b l e ,  be o f  s u c h  a  fo rm  a s  t o  le n d  th e m s e l v e s  t o  
m o d i f i c a t i o n  an d  t e r m i n a t i o n  w hen t h e  n eed  a r i s e s .  W here d i r e c t  c o n t r i b u t i o n s  o r  
s u b s i d i e s  by  g o v e rn m e n ts  a r e  c o n te m p l a t e d ,  i t  i s  i m p o r t a n t  t o  e s t a b l i s h  n o t  m e r e ly  
w h e th e r  t h e  e n t e r p r i s e  c o n c e r n e d  c a n  u l t i m a t e l y  b e  e x p e c t e d  t o  becom e v i a b l e  
w it h o u t  c o n t i n u e d  a s s i s t a n c e ,  b u t  a l s o  w h e th e r  t h e  fu n d s  i n v o lv e d  c o u ld  n o t  b e  
exp a n d e d  t o  b e t t e r  e f f e c t  i n  som e b h e r  w ay. T h is  r e q u ir e m e n t  b r i n g s  o u t  c l e a r l y  
t h e  d a n g e r s  i n h e r e n t  i n  i n d i r e c t  fo rm s o f  s u p p o r t ;  f o r  i n  t h e s e  c a s e s ,  i t  i s  v e r y  
d i f f i c u l t  t o  e s t i m a t e  t h e  c o s t  o f  j -e s o u r c e s  f o r  w h ich  a l t e r n a t i v e  u s e s  c o u ld  h a v e  
b e e n  fo u n d .
h i .  T h e re  i s  a lw a y s  t h e  d a n g e r ,  m o r e o v e r , t h a t  i n j u d i c i o u s  u s e  o f  p a r t i c u l a r  
i n c e n t i v e s  may u n d erm in e  t h e  i n t e g r i t y  o f  t h e  t a x  s y s te m  an d  t h e  c o n s i s t e n c y  o f  
t h e  f i s c a l  and  m o n e ta ry  s y s t e m ; t h :  g o v e rn m e n t may b e  d e p r iv e d  o f  r e v e n u e  w h ich  
c o u ld  o t h e r w is e  h a v e  b e e n  a p p l i e d  f o r  d e v e lo p m e n t p u r p o s e s ;  v e s t e d  i n t e r e s t s  may
b ecom e e n tr e n c h e d  an d  may s e e k  t o  u p h o ld  su c h  c o n c e s s i o n s  b eyo n d  t h e  l i m i t s  o f  
t h e i r  u s e f u l n e s s  i n  p o i n t  o f  t ime o r  a r e a  o f  a p p l i c a b i l i t y ;  and  a  d i s t o r t i o n  o f  
in com e d i s t r i b u t i o n  may a r i s e  t o  t h e  d e tr im e n t  o f  l o n g - r u n  d e v e lo p m e n t. W h ile  
f i s c a l  i n c e n t i v e s  a r e  u s e f u l  an d  n e c e s s a r y  i n  t h e i r  p r o p e r  f i e l d ,  t h e i r  p r o s  and  
co n s  h a v e  t o  b e  w e ig h e d  w ith  som ew hat g r e a t e r  c a r e  t h a n  i s  o f t e n  t h e  c a s e .
U2. S i m i l a r  c o n s i d e r a t i o n s  a p p ly  t o  t h e  u s e  o f  s p e c i a l  i n c e n t i v e s  t o  a t t r a c t  
f o r e i g n  i n v e s t m e n t .  I t  h a s  b e e n  o b s e r v e d , f o r  e x a m p le , t h a t  t h e  b u lk  o f  p r i v a t e  
f o r e i g n  c a p i t a l  f lo w in g  t o  L a t i n  A m e ric a  h a s  b e e n  a b s o rb e d  b y  A r g e n t i n a ,  B r a z i l  
and  V e n e z u e la , e v e n  th o u g h  t h e s e  a r e  n o t  t h e  c o u n t r i e s  t h a t  h a v e  d one t h e  m o st t o  
c r e a t e  t h e  s o r t  o f  c l i m a t e  t h a t  i s  f a v o u r a b l e  t o  f o r e i g n  i n v e s t m e n t ,  i f  t h e s e  
c o n d i t i o n s  a r e  d e f in e d  i n  t h e  n a rro w  s e n s e .  The im p o r ta n t  t h i n g  seem s t o  h a v e  
b e e n  t h a t  t h e s e  w e re  t h e  c o u n t r i e s  t h a t  a p p e a re d  t o  o f f e r  t h e  b e s t  l o n g - r u n  
e v e r - a l l  g ro w th  p o s s i b i l i t i e s ,  an d  t h i s  f a c t o r  w as d e c i s i v e  d e s p i t e  t h e  e x i s t e n c e  
o f  c o n s i d e r a b l e  u n c e r t a i n t i e s  i n  some r e s p e c t s  a l t h o u g h ,  o f  c o u r s e ,  s e r i o u s  d a n g e r  
o f  e x p r o p r i a t i o n  o r  o f  i n d e f i n i t e  i n t e r r u p t i o n  o f  t r a n s f e r s  o f  p r o f i t s  and  
d iv id e n d s  w ou ld  c e r t a i n l y  c r e a t e  a  s t r o n g  d is c o u r a g e m e n t .
U3 . T h e re  i s  a  w id e  d i v e r s i t y  o f  p r i n c i p l e  and p r a c t i c e  among d e v e lo p in g  c o u n t r i e s  
r e g a r d i n g  t h e  b o u n d a r ie s  b e tw e e n  t h e  p u b l i c  and p r i v a t e  s e c t o r s .  I t  h a s  
t r a d i t i o n a l l y  b e e n  assu m ed  t h a t  t h e  s t a t e  sh o u ld  b e  r e s p o n s i b l e  m a in ly  f o r  i n f r a ­
s t r u c t u r e  a c t i v i t y ,  l e a v i n g  t h e  b u lk  o f  p r o d u c t i v e  and p r o f i t a b l e  a c t i v i t y  t o  
p r i v a t e  e n t r e p r e n e u r s h i p .  A num ber o f  d e v e lo p in g  c o u n t r i e s  h a v e  moved b eyo n d  t h i s  
c o n c e p t .  Many o f  th em  h a v e  g iv e n  a n  e x c l u s i v e  f r a n c h i s e  o v e r  s u b s t a n t i a l  a r e a s  o f  
h e a v y  i n d u s t r y  t o  t h e  p u b l i c  s e c t o r .  The r a t i o n a l e  h e r e  i s  o n l y  a  l i t t l e  rem oved  
fro m  t h a t  o f  t h e  t r a d i t i o n a l  p o s i t i o n .  F o r  p r o f i t  p r o s p e c t s  i n  some o f  t h e s e  a r e a s  
may n o t  b e  im m e d ia te ly  a t t r a c t i v e  t o  p r i v a t e  e n t e r p r i s e ,  w h i le  t h e i r  p r e s e n t  
d e v e lo p m e n t may b e e s s e n t i a l  f o r  t h e  l o n g - t e r m  g ro w th  o f  t h e  econ om y. The q u e s t i o n  
h a s  a l s o  b e e n  r a i s e d ,  h o w e v e r , w h e th e r  t h e  p u b l i c  and p r i v a t e  s e c t o r s  sh o u ld  
co m p ete  i n  c u r r e n t l y  p r o f i t a b l e  a r e a s  o f  e co n o m ic  a c t i v i t y .  On t h e  one han d  i t  h a s  
b e e n  h e ld  t h a t  t h e  p u b l i c  and p r i v a t e  s e c t o r s  sh o u ld  b e  c o m p le m e n ta ry  r a t h e r  th a n  
c o m p e t i t i v e ,  s o  t h a t  s c a r c e  r e s o u r c e s  c o u ld  b e c o n s e r v e d . On t h e  o t h e r  h a n d , s t a t e  
p a r t i c i p a t i o n  i n  c e r t a i n  t y p e s  o f  m a n u f a c tu r in g  p r o d u c t i o n  may b e  a  u s e f u l  c h e c k  on  
t h e  d e v e lo p m e n t o f  p r i v a t e  m o n o p o lie s , w h ich  m ig h t i n i t i a l l y  a r i s e  i n  many s m a ll  
d e v e lo p in g  c o u n t r i e s .  M o re o v e r , t h e  p e r f o r m a n c e  o f  p u b l i c  e n t e r p r i s e  c o u ld  s e r v e  







A num ber o f  c o u n t r i e s  g o  s t i l l  f u r t h e r  i n  c o n s i d e r i n g  t h a t  p u b l i c  e n t e r p r i s e  
i s ,  a s  a  m a t t e r  o f  p o l i t i c a l ,  e co n o m ic  an d  s o c i a l  p o l i c y ,  t o  b e  p r e f e r r e d  t o  
p r i v a t e  e n t e r p r i s e ,  a t  an y  r a t e  i n  c e r t a i n  k ey  s e c t o r s  o f  t h e  eco n om y. The b a s i c  
i s s u e s  h e r e  g o  b ey o n d  t h e  p u r e l y  e co n o m ic  s p h e r e  and  a s  su c h  do n o t  c a l l  f o r  
com m ent i n  t h e  p r e s e n t  c o n t e x t .  A t t h e  sam e t i m e ,  i t  w i l l  b e  a p p a r e n t  t h a t  p u b l i c  
e n t e r p r i s e  s h o u ld , no l e s s  t h a n  p r i v a t e  e n t e r p r i s e ,  b e  ju d g e d  i n  te r m s  o f  t h e  
fu n d a m e n ta l  c r i t e r i a  o f  p r o f i t a b i l i t y ,  b r o a d l y  i n t e r p r e t e d  t o  i n c l u d e  d yn am ic a s  
w e l l  a s  s t a t i c  c o n s i d e r a t i o n s ,  v iew ed  i n  te r m s  o f  t h e  d e v e lo p m e n t o f  t h e  econom y  




k -3 *  I n t e r n a t i o n a l  a c t i o n  i n  t h e  f i e l d  o f  i n d u s t r i a l  d e v e lo p m e n t may t a k e  t h e  fo rm  
o f  r e g i o n a l  c o - o p e r a t i o n  among d e v e l o p i n g  c o u n t r i e s  t h e m s e l v e s  an d  o f  c o - o p e r a t i o n  
b e tw e e n  d e v e lo p i n g  an d  d e v e lo p e d  c o u n t r i e s .
A . C o - o p e r a t i o n  b e tw e e n  d e v e l o p i n g  c o u n t r i e s
k - 6 .  A s a l r e a d y  n o t e d ,  t h e  s m a ll  s i z e  o f  d o m e s t ic  m a r k e ts  i n  d e v e l o p i n g  c o u n t r i e s  
s e t s  f a i r l y  r i g i d  l i m i t s  b o th  t o  t h e  e x t e n t  t o  w h ich  i n d u s t r i a l i z a t i o n  b a s e d  on 
im p o rt  s u b s t i t u t i o n  ca n  u s e f u l l y  p r o c e e d ,  an d  a l s o  t o  t h e  c r e a t i o n  o f  v i a b l e  
d o m e s t ic  c a p i t a l  g o o d s i n d u s t r i e s ,  p r o v i d i n g  a  way o u t  o f  t h i s  im p a s s e .  
k j .  I n  o v e rc o m in g  t h e s e  d i f f i c u l t i e s  some o f  t h e  n ew er d e v e lo p in g  c o u n t r i e s  may 
b e  a b l e  t o  p r o f i t  fro m  t h e  e x p e r i e n c e  o f  t h e  p i o n e e r s .  W here p a s t  i n d u s t r i a l  
d e v e lo p m e n t h a s  p r o c e e d e d  th r o u g h  a  p r o c e s s  o f  im p o r t  s u b s t i t u t i o n  b e h in d  e x c e s s i v e  
p r o t e c t i v e  b a r r i e r s  an d  h a s  t h e r e b y  e s t a b l i s h e d  f o r  i t s e l f  a  h ig h  l e v e l  o f  c o s t s ,  
b r e a k in g  o u t  o f  t h e  c o n f i n e s  o f  t h e  d o m e s t ic  m a rk e t  b eco m es c o r r e s p o n d i n g l y  
d i f f i c u l t .  I n  L a t i n  A m e ric a n  c o u n t r i e s ,  f o r  e x a m p le , w h ere  i n d u s t r i a l  d e v e lo p m e n t  
h a s  go n e som ew hat f u r t h e r ,  on t h e  a v e r a g e ,  th a n  i n  A f r i c a  o r  A s i a ,  t h e  d e v e lo p m e n t  
o f  i n d u s t r y  w i t h i n  t h e  w a t e r t i g h t  co m p a rtm e n ts  c r e a t e d  b y  h ig h  n a t i o n a l  
p r o t e c t i o n i s m  h a s  g iv e n  r i s e  t o  s e r i o u s  p ro b le m s  o f  i n d u s t r i a l  s t a g n a t i o n  an d  
d e c a y  i n  c e r t a i n  s e c t o r s .  T h i s  e x p e r i e n c e  sh o u ld  p ro m p t a  r e c o n s i d e r a t i o n  o f  
i n d u s t r i a l  d e v e lo p m e n t p o l i c i e s  so  a s  t o  t a k e  i n t o  a c c o u n t  n o t  o n ly  t h e  d o m e s t i c ,  
b u t  a l s o  t h e  e x t e r n a l  m a r k e t ,  an d  e s p e c i a l l y  t h e  m a r k e ts  a v a i l a b l e  i n  n e ig h b o u r in g  
c o u n t r i e s .  W hat i s  n e e d e d  i s  t o  p ro m o te  r e g i o n a l  s p e c i a l i z a t i o n  an d  e x c h a n g e  w ith  
a  v ie w  t o  r e a l i z i n g  t h e  e c o n o m ie s  o f  s c a l e  n o t  a v a i l a b l e  t o  s m a ll  d e v e l o p i n g  
c o u n t r i e s  a c t i n g  i n d e p e n d e n tly  o f  one a n o t h e r .
¿4-8. A t o n e  t im e  t h e r e  w as c o n s i d e r a b l e  s c e p t i c i s m  a b o u t  t h e  e s t a b l i s h m e n t  o f  
c u s to m s  u n io n s  o r  f r e e  t r a d e  a r e a s  among t h e  d e v e lo p in g  c o u n t r i e s  b e c a u s e  i t  w as 
b e l i e v e d  t h a t  s i n c e  t h e  e c o n o m ie s  o f  t h e s e  c o u n t r i e s  w e re  c o m p le m e n ta ry  r a t h e r  
t h a n  c o m p e t i t i v e ,  d i s c r i m i n a t i o n  a g a i n s t  t h e  o u t s i d e  w o rld  w ou ld  b e  m ore l i k e l y  
t o  r e s u l t  i n  t r a d e  d i v e r s i o n  r a t h e r  th a n  t r a d e  e x p a n s io n . F u r t h e r  e x p e r i e n c e  an d  
e x a m in a tio n  o f  t h e  p ro b le m , h o w e v e r , h a v e  s u g g e s te d  t h a t  t h e  m o st im p o r t a n t  
e f f e c t s  o f  t h e  e co n o m ic  i n t e g r a t i o n  o f  a  g ro u p  o f  c o u n t r i e s  may b e  t h e  d y n am ic  





t h e  p r o s p e c t  o f  a c c e s s  t o  r e g i o n - w i d e  m a r k e ts  w ould  in d u c e  e n t r e p r e n e u r s  t o  i n v e s t  
i n  s u b s t a n t i a l  new e n t e r p r i s e s  w h ich  t h e y  w ou ld  n o t  h a v e  r e g a r d e d  a s  f e a s i b l e  
w it h i n  t h e  n a r r o w e r  c o n f i n e s  o f  n a t i o n a l  m a r k e t s .  A t t h e  same t i m e ,  i n d u s t r i e s  
now o p e r a t i n g  a t  l e s s  th a n  t h e i r  optim um  r a t e s  o f  u t i l i z a t i o n  w ou ld  b e  a b l e  t o  
e x p a n d  t h e i r  o u tp u t  an d  t h u s  r e d u c e  t h e i r  c o s t s  i n  p r o v i d i n g  f o r  t h e  n e e d s  o f  
b r o a d e r  m a r k e t s ,  an d  o p p o r t u n i t y f o r  s p e c i a l i z a t i o n  b e tw e e n  f i r m s  i n  t h e  same 
i n d u s t r y  w ould  a l s o  b e  e n h a n ce d  w it h in  t h e  c o n t e x t  o f  a  m u l t i n a t i o n a l  m a r k e t .
1+9« T h e e f f e c t i v e n e s s  o f  r e g i o n a l  p ro gram m es o f  e co n o m ic  c o - o p e r a t i o n  may d ep en d  
n o t  o n ly  upon m e a s u r e s  t o  r e d u c e  m u tu a l t r a d e  b a r r i e r s  b u t  a l s o  on e f f o r t s  t o  
c o - o r d i n a t e  i n v e s t m e n t  p ro g ra m m e s . Once new i n d u s t r i e s  a r e  e s t a b l i s h e d  u n d e r  
c o v e r  o f  p r o t e c t i o n ,  w ith o u t  r e g a r d  t o  p a r a l l e l  a c t i v i t i e s  u n d e r ta k e n  i n  
n e ig h b o u r i n g  c o u n t r i e s ,  i t  becom e-, d i f f i c u l t  s u b s e q u e n t ly  t o  a r r a n g e  f o r  t h e  
o p e n in g  up o f  r e g i o n - w i d e  m a r k e ts  th ro u g h  a r e d u c t i o n  i n  r e g i o n a l  t a r i f f s  an d  
q u a n t i t a t i v e  r e s t r i c t i o n s .  E x c h a n g e s  o f  i n f o r m a t i o n  on in v e s tm e n t  p l a n s  a n d ,  
w h ere  p o s s i b l e ,  e f f o r t s  t o  a c h i e v e  c o n s i s t e n c y  i n  su ch  p l a n s ,  may t h e r e f o r e  b e  
o f  c o n s i d e r a b l e  i m p o r ta n c e  i n  a n y  program m e o f  r e g i o n a l  i n t e g r a t i o n .
*  5 0 .  I t  may a l s o  b e  im p o r t a n t  t o  . .-ek t h e  a g re e m e n t o f  t h e  m em bers o f  an  e co n o m ic
g r o u p in g  on a  d i s t r i b u t i o n  o f  i n d u s t r y  p o l i c y .  I n  v ie w  o f  t h e  w e ll-k n o w n  te n d e n c y  
f o r  new i n d u s t r y  t o  g r a v i t a t e  t o  t h e  w e l l - e s t a b l i s h e d  p r o d u c t i o n  c e n t r e s ,  t h e  
l e s s  d e v e lo p e d  c o u n t r i e s  i n  a  g r o u p in g  may te n d  t o  g e t  l e s s  th a n  t h e i r  f a i r  s h a r e  
o f  t h e  i n d u s t r i a l  b e n e f i t s  o f  i n t e g r a t i o n .  I f  some m eans w e re  n o t  fo u n d  o f  
m a i n t a i n i n g  a  r e a s o n a b l e  b alan c-.- .if g ro w th  o p p o r t u n i t i e s  a s  b e tw e e n  t h e  v a r i o u s  
member c o u n t r i e s ,  some o f  th em  w ou ld  b e g in  t o  q u e s t i o n  t h e  u s e f u l n e s s  o f  t h e  
i n t e g r a t i o n  p rogram m e i n  t h e i r  own n a t i o n a l  c o n t e x t .  I t  i s  f o r  t h i s  r e a s o n  t h a t  
j o i n t  a c t i o n  may b e  n e e d e d  t o  draw up an d  im p lem en t a  d i s t r i b u t i o n  o f  i n d u s t r y  
p o l i c y  p r o v i d i n g  f o r  s a t i s f a c t o r y  a v e n u e s  o f  g ro w th  f o r  e a c h  c o u n t r y  i n  a  g r o u p in g .
5 1 .  W h ile  t h e  l o n g - r u n  e f f e c t s  o f  r e g i o n a l  e co n o m ic  c o - o p e r a t i o n  am ong d e v e l o p i n g  
c o u n t r i e s  may b e  p r o f o u n d , t h e  c o n t r i b u t i o n  o f  su ch  c o - o p e r a t i o n  t o  t h e  s o l u t i o n  
o f  im m e d ia te  p ro b le m s  may b e  m o re  l i m i t e d .  T h e s e  p ro b le m s  r e s u l t  fro m  t h e  f a c t  
t h a t  t h e  e x p a n s io n  o f  e x p o r t s  o f  p r im a r y  p r o d u c t s  h a s  b e e n  t o o  s lo w  t o  p e r m i t  
d e v e l o p i n g  c o u n t r i e s  t o  f i n a n c e  fro m  t h e  p r o c e e d s  o f  t h o s e  e x p o r t s  t h e i r  
r e q u i r e m e n t s  f o r  i m p o r t s  o f  raw  m a t e r i a l s ,  i n t e r m e d i a t e  g o o d s an d  m a n u f a c t u r e s  





p r i m a r y  p r o d u c t s  h a s  b e e n  s l u g g i s h ,  s i n c e  demand f o r  m o st o f  t h e s e  c o m m o d itie s  i s  
r e l a t i v e l y  u n r e s p o n s i v e  t o  i n c r e a s e s  i n  in com e i n  t h e  m a jo r  m a r k e t s .  A t  t h e  sam e 
t i m e ,  t h e r e  a r e  f a c t o r s  t h a t ,  u n l e s s  o f f s e t ,  te n d  t o  b r i n g  a b o u t  s e c u l a r  d e c l i n e s  
i n  t h e  p r i c e s  o f  p r im a r y  c o m m o d itie s  r e l a t i v e l y  t o  f i n i s h e d  m a n u f a c t u r e s .  
I n t e r n a t i o n a l  a c t i o n  i s  n e e d e d  n o t  m e r e ly  t o  d e a l  w ith  p ro b le m s  o f  p r im a r y  p r o d u c t  
t r a d e  b u t  a l s o  t o  p r o v i d e  an  a d d i t i o n a l  s o u r c e  o f  e x p o r t  e a r n i n g s  f o r  d e v e lo p i n g  
c o u n t r i e s  th r o u g h  ex p a n d e d  e x p o r t s  o f  m a n u f a c tu r e s  t o  t h e  i n d u s t r i a l  c o u n t r i e s .
Such an  e x p a n s io n  o f  e x p o r t  e a r n i n g s  w ou ld  e n a b le  t h e  d e v e lo p in g  c o u n t r i e s  t o  b uy  
t h e  c a p i t a l  g o o d s  an d  m a c h in e ry  w h ich  t h e y  m u st h a v e  f o r  e co n o m ic  d e v e lo p m e n t. An 
e x p a n s io n  o f  t h e  t r a d e  o f  d e v e l o p i n g  c o u n t r i e s  w ith  o n e a n o t h e r  c a n n o t  p r o v i d e  
th e m , in  a d v a n c e  o f  i n d u s t r i a l  d e v e lo p m e n t i t s e l f ,  w ith  g o o d s  o f  t h i s  k in d . One 
o f  t h e  m ain  p ro b le m s  o f  i n d u s t r i a l  d e v e lo p m e n t c o n s i s t s  p r e c i s e l y  i n  t h e  f a c t  t h a t  
t h e  d e v e l o p i n g  c o u n t r i e s  a t  t h e i r  p r e s e n t  s t a g e  o f  i n d u s t r i a l i z a t i o n  l a c k  t h e  
c a p a c i t y  t o  p ro d u c e  c a p i t a l  g o o d s on a  s c a l e  co m m e n su ra te  w ith  t h e i r  d e v e lo p m e n t  
r e q u i r e m e n t s .  G r e a t e r  e co n o m ic  c o - o p e r a t i o n  an d  t r a d e  among t h e  d e v e l o p i n g  
c o u n t r i e s  i s  t h u s  o n ly  a  p a r t i a l  s o l u t i o n  f o r  t h e  p ro b le m  o f  t h e i r  d e p e n d e n c e  on 
i m p o r ts  fro m  d e v e lo p e d  c o u n t r i e s .  T h e re  i s  t o d a y  o n ly  l i m i t e d  s c o p e  l e f t  f o r  
t r i a n g u l a r  t r a d e  f lo w s  b y  w h ich  one d e v e l o p i n g  c o u n t r y  c o u ld  c o v e r  a  t r a d e  d e f i c i t  
w ith  t h e  d e v e lo p e d  c o u n t r i e s  th r o u g h  a  s u r p l u s  w ith  o t h e r  d e v e l o p in g  c o u n t r i e s  
w h ich  e n jo y  a  t r a d e  s u r p l u s  w ith  t h e  d e v e lo p e d  c o u n t r i e s .  In  a n y  c a s e  i t  i s ,  o f  
c o u r s e ,  n o t  p o s s i b l e  f o r  a l l  d e v e lo p in g  c o u n t r i e s  ta k e n  t o g e t h e r  t o  f i n a n c e  t h e i r  
i m p o r t s  fro m  d e v e lo p e d  c o u n t r i e s  i n  t h i s  w ay.
5 2 .  M o re o v e r , so  f a r  a s  t h e  s h o r t  ru n  i s  c o n c e r n e d , t h e  m a rk e t  p o t e n t i a l  i n  t r a d e  
among d e v e l o p i n g  c o u n t r i e s  i s  o n ly  a  s m a ll  f r a c t i o n  o f  t h e  en orm ou s m a rk e t  
o p p o r t u n i t i e s  a v a i l a b l e  i n  t h e  d e v e lo p e d  c o u n t r i e s ,  an d  w i l l  re m a in  r e l a t i v e l y  
l i m i t e d  e v e n  i f  e co n o m ic  c o - o p e r a t i o n  among d e v e l o p i n g  c o u n t r i e s  an d  t h e i r  
e co n o m ic  d e v e lo p m e n t p r o c e e d  much m ore r a p i d l y  th a n  h i t h e r t o .  T h i s  may b e  s e e n  
fro m  t h e  f a c t  t h a t  t h e  co n su m p tio n  o f  m a n u f a c tu r e s  i n  a l l  d e v e l o p i n g  c o u n t r i e s  
co m b in ed  i s  e q u i v a l e n t  t o  o n ly  10 t o  15 p e r  c e n t  o f  t h a t  o f  t h e  d e v e lo p e d  c o u n t r i e s .  
T h u s an  i n c r e a s e  i n  e x p o r t s  o f  m a n u f a c tu r e s  t h a t  w ou ld  b e  v e r y  l a r g e  i n  r e l a t i o n  
t o  t h e  c u r r e n t  l e v e l  o f  e x p o r t s  b y  d e v e lo p i n g  c o u n t r i e s ,  w ou ld  b e  e x t r e m e l y  s m a ll  
i n  r e l a t i o n  t o  t h e  co n su m p tio n  o f  m a n u f a c tu r e s  b y  t h e  d e v e lo p e d  c o u n t r i e s .  A s w as 





D e v e lo p m e n t i n  h i s  r e p o r t  t o  t h e  " o n f e r e n c e ,  t h e  i n c r e a s e  i n  e x p o r t s  o f  
m a n u f a c t u r e s  fro m  d e v e l o p i n g  c o u n t r i e s  t h a t  w ould  b e  n e c e s s a r y  e v en  i f  o n e w ere  
t o  assu m e  t h a t  h a l f  o f  t h e  t r a d e  gap  o f  t h e  d e v e l o p i n g  c o u n t r i e s  i n  1970 w ou ld  b e  
f i l l e d  b y  su ch  e x p o r t s ,  w ou ld  r e p r e s e n t  o n ly  some ¿4 t o  5 p e r  c e n t  o f  t h e  t o t a l  
i n c r e m e n t  i n  t h e  co n su m p tio n  o f  ■ l a n u f a c t u r e s  o f  t h e  d e v e lo p e d  c o u n t r i e s  fro m  1961 
t o  1970.
B . C o -O p e r a t io n  b e tw e e n  d e v e lo p in g  an d  d e v e lo p e d  c o u n t r i e s
5 5 .  I t  f o l l o w s  fro m  t h e  p r e c e d i n g  d i s c u s s i o n  t h a t  e co n o m ic  c o - o p e r a t i o n  an d  
i n t e g r a t i o n  among d e v e l o p i n g  c o u n t r i e s  c a n n o t  b e  r e g a r d e d  a s  an  a l t e r n a t i v e  t o  
w id e n in g  t h e  a c c e s s  o f  t h e  d e v e l o p i n g  c o u n t r i e s  t o  t h e  m a r k e ts  o f  t h e  m ore  
a d v a n c e d  p a r t s  o f  t h e  w o r ld , e i t h e r  fro m  t h e  s t a n d p o i n t  o f  q u a n t i t a t i v e  e f f e c t s  
o r  fro m  t h e  p o i n t  o f  v ie w  o f  t h e  q u a l i t a t i v e  r o l e  f u l f i l l e d  i n  t h e  p r o c e s s  o f  
d e v e lo p m e n t b y  an  i n c r e a s e d  e x c h a n g e  o f  g o o d s  w ith  t h e  d e v e lo p e d  c o u n t r i e s .  I n  a  
s e n s e  i t  may b e  s a i d  t h a t  su ch  i n * e g r a t i o n ,  w h ere  i t  c a n  b e  a c h i e v e d ,  may i t s e l f  
b e  an  i m p o r t a n t  m eans f o r  i n c r e a s i n g  t h e  o b t a i n a b l e  p r o d u c t i v i t y  l e v e l s ,  an d  t h u s  
t h e  e x p o r t  c a p a c i t y  o f  t h e  d e v e l o p i n g  c o u n t r i e s  an d  may t h e r e b y  i n c r e a s e  t h e  f lo w  
o f  t r a d e  w ith  t h e  a d v a n c e d  c o u n t r i e s .
5U . I t  i s  t h e r e f o r e  i m p o r ta n t  f o r  t h e  w o r ld  com m unity  t o  t h i n k  i n  te r m s  o f  a  
p r o g r e s s i v e l y  e v o l v i n g  i n t e r n a t i o n a l  d i v i s i o n  o f  l a b o u r  i n  w h ich  t h e  d e v e l o p i n g  
c o u n t r i e s  w i l l  b e  a b l e  t o  p l a y  a  g ro w in g  p a r t  i n  t h e  m a n u f a c tu r in g  s e c t o r .  I t  h a s  
l o n g  b e e n  a p p a r e n t  t h a t  t h e  t r a d i t i o n a l  fo rm s  o f  s p e c i a l i z a t i o n  b e tw e e n  t h e  
d e v e lo p e d  an d  t h e  d e v e l o p i n g  c o u n t r i e s ,  i n v o l v i n g  t h e  e x c h a n g e  o f  m a n u f a c t u r e s  
a g a i n s t  fo o d  an d  raw  m a t e r i a l s ,  h a v e  b e e n  b e co m in g  m ore an d  m ore u n s u i t a b l e  f o r  
t h e  n e e d s  o f  a  w o r ld -w id e  a d v a n c e  i n  t h e  l e v e l  o f  e co n o m ic  d e v e lo p m e n t. I n d e e d ,  
t h e  c o n v e n t i o n a l  l i n e s  o f  d e m a r c a t i o n  b e tw e e n  p r im a r y  co m m o d itie s  an d  m a n u f a c tu r e s  
h a v e  l o s t  much o f  t h e i r  r e l e v a n c e  i n  t h i s  t r a d i t i o n a l  d i v i s i o n  o f  l a b o u r  b e tw e e n  
t h e s e  g r o u p s  o f  c o u n t r i e s .  A s a g r i c u l t u r e  an d  m in in g  h a v e  becom e i n c r e a s i n g l y  
i n d u s t r i a l i z e d ,  t h e  f o r m e r  c o m p a r a t iv e  a d v a n ta g e  o f  t h e  d e v e l o p i n g  c o u n t r i e s  i n  
t h e s e  a c t i v i t i e s  h a s  b e e n  e r o d e d . T h e m o st h i g h l y  i n d u s t r i a l i z e d  econom y i n  t h e  
w o rld  -  t h a t  o f  t h e  U n ite d  S t a t e s  -  i s  a l s o  t h e  one i n  w h ich  a g r i c u l t u r e  h a s  
u n d e rg o n e  t h e  m o st sw e e p in g  t e c h n o l o g i c a l  r e v o l u t i o n ;  an d  i t  may w e l l  b e  t h a t  t h e  
U n ite d  S t a t e s  h a s  a  c o m p a r a t iv e  a d v a n ta g e  i n  t h e  p r o d u c t i o n  o f  fo o d  r e l a t i v e  t o
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many d e v e lo p i n g  c o u n t r i e s .  S i m i l a r  c o n s i d e r a t i o n s  h a v e  s h i f t e d  t h e  o r d e r  o f  
p r e f e r e n c e  o f  t h e  p r im a r y  a s  co m p ared  w ith  s e c o n d a r y  s e c t o r s ,  when lo o k e d  a t  
fro m  t h e  s t a n d p o i n t  o f  t h e  d e v e lo p in g  c o u n t r i e s  and t h e i r  n eed  t o  s a v e  c a p i t a l .  
C e r t a i n  t y p e s  o f  p r im a r y  p r o d u c t i o n  h a v e  em erg ed  a s  r e l a t i v e l y  c a p i t a l  i n t e n s i v e  
and may t h u s  no  l o n g e r  h o ld  o u t  t h e  same a d v a n ta g e  a s  th e y  w e re  b e l i e v e d  t o  
h a v e  h ad  i n  t h e  p a s t  f o r  t h e  d e v e lo p in g  c o u n t r i e s .  E x p e r i e n c e  i n  a  num ber o f  
c o u n t r i e s  seem s t o  i n d i c a t e  t h a t  t h e  g a i n s  i n  p r o d u c t i v i t y  w h ich  c a n  b e  a c h i e v e d  
b y  e x p a n d in g  t h e  m a n u f a c tu r in g  s e c t o r  may b e  g r e a t e r  th a n  t h o s e  w h ich  c a n  b e  
o b t a i n e d  b y  i n c r e a s i n g  t h e  o u tp u t  o f  p r im a r y  p r o d u c t s .  From  a  d y n am ic p o i n t  
o f  v ie w , t h e r e f o r e ,  t h e  d e v e lo p in g  c o u n t r i e s  may h a v e  a  m ark ed  c o m p a r a t iv e  
a d v a n ta g e  a t  l e a s t  i n  c e r t a i n  s e c t o r s  o f  m a n u f a c tu r in g  a c t i v i t y .  W hat a p p e a r s  
t o  b e n e ed ed  i s  a  new d i v i s i o n  o f  l a b o u r  i n  w h ich  c e r t a i n  t y p e s  o f  p r im a r y  
p r o d u c t s  an d  m a n u f a c tu r e s  w ould  b e  p ro d u c e d  t o  t h e  g r e a t e s t  a d v a n ta g e  b y  t h e  
i n d u s t r i a l l y  d e v e lo p e d  c o u n t r i e s ,  w h ile  a  g ro w in g  r o l e  i n  t h e  p r o d u c t i o n  o f  o t h e r  
t y p e s  o f  g o o d s , w h e th e r  p r im a r y  o r  m a n u f a c tu r e d , w ou ld  b e f u l f i l l e d  b y  t h e  l e s s  
d e v e lo p e d  c o u n t r i e s .  I t  i s  r e a s o n a b le  t o  assu m e t h a t  one o f  t h e  c h i e f  c r i t e r i a  
f o r  t h i s  d i v i s i o n  o f  l a b o u r  w ould b e  n o t  o n ly  n a t u r a l  endow m ent, b u t ,  t o  an  
i n c r e a s i n g  e x t e n t ,  t h e  l e v e l  o f  t e c h n o l o g y  and s k i l l s  a v a i l a b l e  an d  t h e  r a t e  a t  
w h ich  t h e y  c a n  b e  i n c r e a s e d .
5 5 .  B u t  i f  new fo rm s o f  s p e c i a l i z a t i o n  o f  t h i s  s o r t  a r e  t o  d e v e lo p  s m o o th ly ,  
i t  i s  o b v i o u s l y  n e c e s s a r y  t h a t  t h e y  s h o u ld  b e  f o r e s e e n  an d  t h a t  a p p r o p r i a t e  
a d a p t a t i o n s  s h o u ld  b e made b y  b o th  d e v e lo p e d  and d e v e lo p in g  c o u n t r i e s  a l i k e .
The l a t t e r ,  f o r  t h e i r  p a r t ,  w ou ld  h a v e  t o  b e  r e a d y  t o  t a k e  a d v a n ta g e  o f  new 
m a rk e t  o p p o r t u n i t i e s  f o r  e x p o r t s  o f  m a n u f a c t u r e s :  i t  w ould  b e  n e c e s s a r y  t o  s tu d y
t h e  e x p e r i e n c e  o f  c o u n t r i e s  t h a t  h a v e  a l r e a d y  h ad  some s u c c e s s  i n  p ro m o tin g  
s u c h  e x p o r t s ,  an d  a d a p t  t h a t  e x p e r i e n c e  t o  t h e  p a r t i c u l a r  s i t u a t i o n s  o f  i n d i v i d u a l  
c o u n t r i e s .  A bove a l l ,  m e a s u re s  w ou ld  h a v e  t o  b e  d e v i s e d  i n  c o u n t r i e s  w h ic h  r e l y  
p r i m a r i l y  on p r i v a t e  i n i t i a t i v e  t o  o v e rco m e  th e  r e l u c t a n c e  o f  i n d i v i d u a l  
e n t r e p r e n e u r s  t o  assu m e t h e  r i s k s  o f  p r o d u c in g  a  r e l a t i v e l y  h ig h  p r o p o r t i o n  o f  
t h e i r  o u tp u t  f o r  sh ip m e n t t o  f o r e i g n  m a r k e t s .  On t h e  o t h e r  h a n d , t h e  i n d u s t r i a l l y  
d e v e lo p e d  c o u n t r i e s  w ould  i n c r e a s i n g l y  h a v e  t o  a c c e p t  t h e  i d e a  t h a t  p r o g r e s s i v e  
s h i f t s  i n  t h e  s t r u c t u r e  o f  i n t e r n a t i o n a l  t r a d e  a r e  b e co m in g  n e c e s s a r y  a s  
i n d u s t r i a l  t e c h n o l o g y  i s  a s s i m i l a t e d  b y  t h e  d e v e lo p i n g  c o u n t r i e s .  F o r  some
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c o n s i d e r a b l e  t i m e ,  a s  t h e  l e s s  d e v e lo p e d  c o u n t r i e s  a d v a n c e  up t h e  s c a l e  o f  t h e  
i n d u s t r i a l  a r t s ,  t h e  m ore h i g h l y  ie v e l o p e d  c o u n t r i e s  w ould  re m a in  a h e a d , s e e k in g  
a lw a y s  t o  t r a d e  t h e  p r o d u c t s  o f  t h e i r  m ore a d v a n c e d  s k i l l s  an d  t e c h n iq u e s  a g a i n ,-1 
t h e  s i m p l e r  o n e s  em bodied  i n  m a n u f a c tu r e s  p ro d u c e d  by  t h e  d e v e l o p i n g  c o u n t r i e s .
The l o n g - r u n  o b j e c t i v e  w o u ld , o f  c o u r s e ,  b e  t h e  u l t i m a t e  d is a p p e a r a n c e  o f  th e  
g ap  i n  t e c h n o l o g i c a l  l e v e l s  and in co m e s b e tw e e n  d e v e lo p e d  an d  d e v e l o p i n g  c o u n t r i e s .
56 . A s t h e  a c h ie v e m e n t  o f  t h a t  o b j e c t i v e  i s  a p p r o a c h e d , t h e  f lo w s  o f  t r a d e  
b e tw e e n  d i f f e r e n t  p a r t s  o f  t h e  w o rld  w i l l  i n c r e a s i n g l y  b e  b a s e d  -  a s  i s ,  i n  f a c t ,  
a l r e a d y  t h e  c a s e  i n  t r a d e  among d e v e lo p e d  c o u n t r i e s  -  up on  s p e c i a l i z a t i o n  and  
c o m p e t i t i v e  e x c h a n g e  among b r o a d l y  s i m i l a r  i n d u s t r i a l  s t r u c t u r e s  r a t h e r  th a n  
u p on  e x c h a n g e s  o f  a  co m p le m e n ta ry  n a t u r e .
C . The t r a n s i t i o n  d i f f i c u l t i e s  end t h e  a d ju s tm e n t s  r e q u i r e d
5 7 »  The a d a p t a t i o n  may i n v o l v e  s h o r t - t e r m  d i f f i c u l t i e s  f o r  a  few  d o m e s t ic
1 i n d u s t r i e s  i n  t h e  d e v e lo p e d  c o u n t r i e s ,  and  t im e  an d  p a t i e n t  e f f o r t  may b e
r e q u i r e d  t o  p e r m i t  t h e  n e c e s s a r y  a d ju s tm e n t s  t o  t a k e  p l a c e .  A s s i s t a n c e  fro m
4 G o v ern m en ts may a l s o  b e  n e e d e d  t o  f a c i l i t a t e  t h e  t r a n s i t i o n  i n  o r d e r  t h a t
c a p i t a l  may b e  r e d e p lo y e d  an d  l a b o u r  r e t r a i n e d .  B u t  fro m  t h e  l o n g - t e r m
v i e w p o i n t ,  s u c h  a  d y n am ic a d a p t a t i o n  i s  a s  much i n  t h e  i n t e r e s t s  o f  t h e  d e v e lo p e d
a s  o f  t h e  d e v e l o p i n g  c o u n t r i e s .  E x p e r i e n c e  show s t h a t  t h e  e x p o r t  i n d u s t r i e s  i n
t h e  d e v e lo p e d  c o u n t r i e s  a r e  g e n e r a l l y  t h o s e  w h ich  p r o g r e s s  f a s t e s t  and  p a y  th e
h i g h e s t  w a g e s . I n  t h e  U n i te d  S t a t e s ,  f o r  e x a m p le , i t  h a s  b e e n  shown t h a t  t h e
a v e r a g e  h o u r l y  w age p a id  i n  t e n  l e a d i n g  e x p o r t  i n d u s t r i e s  i n  1958 w as $ 2 . 4 3 ,
w h ile  i n  t h e  t e n  i n d u s t r i e s  w h ere  th e  volum e o f  im p o r ts  w as g r e a t e s t ,  i t  
W
w as $ 1 . 8 7 -  I t  w ould  t h e r e f o r e  bf a d v a n ta g e o u s  f o r  t h e  U n i te d  S t a t e s ,  a s  w e l l  
a s  f o r  o t h e r  i n d u s t r i a l  c o u n t r i e s ,  t o  e n c o u r a g e  a  l a r g e r  f lo w  o f  im p o r ts  o f  
m a n u f a c t u r e s  fro m  d e v e l o p in g  c o u n t r i e s  i n  t h e  k n ow led g e t h a t  t h e  l a t t e r  c o u n t r i e s  
w ou ld  u s e  t h e i r  e a r n i n g s  t o  buy a d d i t i o n a l  p r o d u c ts  o f  t h e  e x p o r t  i n d u s t r i e s  o f  
t h e  i n d u s t r i a l  c o u n t r i e s .
h j  D .D . H um phrey -  The U n i te d  S t a t e s  and  t h e  Common M a rk e t (New Y o rk )  1962,  





58 .  I t  i s  f r e q u e n t l y  ta k e n  f o r  g r a n t e d  i n  t h e  d e v e lo p e d  c o u n t r i e s  t h a t  t h e  low  
w ages p a id  i n  d e v e lo p in g  c o u n t r i e s  g i v e  them  a  d e c i s i v e  a d v a n ta g e  i n  t h e  l a b o u r  
i n t e n s i v e  i n d u s t r i e s .  The c a s e  o f  t e x t i l e s ,  w here t h e  c o m b in a tio n  o f  ch e a p  l a b o u r  
and m odern  m eth o d s a p p e a r s  t o  h a v e  g i v e n  c e r t a i n  o f  t h e  d e v e lo p in g  c o u n t r i e s  a  
v e r y  s t r o n g  c o m p e t i t i v e  p o s i t i o n ,  i s  assu m ed  t o  b e  t y p i c a l  o f  a  l a r g e  s e c t o r  o f  
m a n u f a c tu r in g  a c t i v i t y .  T h is  e x am p le  i s ,  h o w e v e r , f a r  fro m  t y p i c a l .  The g e n e r a l  
r u l e  i s ,  i n  f a c t ,  p r e c i s e l y  t h e  o p p o s i t e  -  n a m e ly , t h a t  t h e  a d v a n ta g e  o f  ch e a p  
l a b o u r ,  i f  t h a t  i s  t h e  f a c t o r  upon w h ich  t h e  i n d u s t r y  r e l i e s ,  i s  much m ore th a n  
o f f s e t  b y  low  p r o d u c t i v i t y  o r  b y  t h e  te n d e n c y  f o r  o t h e r  c o s t s  t o  b e  c o n s i d e r a b l y  
h i g h e r  i n  u n d e r -d e v e lo p e d  t h a n  i n  d e v e lo p e d  c o u n t r i e s .  The v e r y  f a c t  t h a t  w ages  
a r e  h ig h  i n  d e v e lo p e d  c o u n t r i e s  an d  low  i n  d e v e l o p in g  c o u n t r i e s  i s  i t s e l f  a  
r e f l e c t i o n  o f  t h e  s u p e r i o r  p r o d u c t i v i t y  c h a r a c t e r i s t i c s  o f  t h e  f o r m e r  c o u n t r i e s .  
59* E a r  fro m  p o s in g  a  c o m p e t i t i v e  t h r e a t  t o  t h e  i n d u s t r i a l  c o u n t r i e s ,  p r o d u c e r s  
i n  d e v e l o p i n g  c o u n t r i e s  u s u a l l y  f i n d  th e m s e lv e s  a t  a  c o s t  d i s a d v a n t a g e  an d  i t  i s  
t h i s  f a c t  t h a t  p r o v i d e s  t h e  r a t i o n a l e  f o r  i n f a n t  i n d u s t r y  p r o t e c t i o n  i n  t h e  
l a t t e r  c o u n t r i e s .
60.  F o r  m o st m a n u f a c tu r in g  i n d u s t r i e s ,  i t  i s  p r o b a b ly  t r u e  t o  s a y  t h a t  e v e n  
u n d e r  c o n d i t i o n s  o f  c o m p l e te l y  f r e e  a c c e s s  t o  t h e  m a r k e ts  o f  t h e  d e v e lo p e d  
c o u n t r i e s ,  t h e  p r o d u c e r s  i n  d e v e lo p in g  c o u n t r i e s  w i l l  f i n d  th e m s e lv e s  a t  a  
c o m p e t i t i v e  d is a d v a n t a g e  f o r  some t im e  t o  co m e. I f  t h e s e  d i s a d v a n t a g e s  a r e  
com pounded b y  t r a d e  b a r r i e r s  o f  v a r i o u s  k i n d s ,  t h e  o b s t a c l e s  t o  s u c h  e x p o r t s  
may becom e i n s u p e r a b l e .
61 .  The h ig h  l e v e l  o f  i n d u s t r i a l  c o s t s  w h ich  i s  t y p i c a l  o f  m o st d e v e l o p i n g  
c o u n t r i e s  a l s o  c r e a t e s  s e v e r e  p ro b le m s i n  t h e  d e t e r m i n a t i o n  o f  an  e x c h a n g e  r a t e  
w h ich  w i l l  e q u i l i b r a t e  f o r e i g n  t r a d e  w it h o u t  d e t e r r i n g  t h e  e x p a n s io n  o f  
m a n u f a c tu r e d  e x p o r t s . I t  h a s  t o  b e  b o rn e  i n  mind t h a t  t h e  e x c h a n g e  r a t e  o f  t h e  
t y p i c a l  d e v e l o p i n g  c o u n t r y  n e c e s s a r i l y  r e f l e c t s  t h e  l e v e l  o f  money c o s t s  o f  
p r o d u c t i o n  i n  t h e  p r im a r y  s e c t o r s  o f  t h e  econom y and n o t  i n  t h e  m a n u f a c tu r in g  
s e c t o r :  f o r  s o  lo n g  a s  p r im a r y  p r o d u c ts  p r o v i d e  much t h e  g r e a t e r  p a r t  o f  t o t a l  
e x p o r t s  and  s o  lo n g  a s  t h e  b u lk  o f  s u c h  p r o d u c t s  i s  in te n d e d  f o r  e x p o r t s  r a t h e r  
th a n  f o r  home c o n s u m p tio n , c o m p e t i t i o n  w i l l  e n s u r e  t h a t  a t  an y  g i v e n  r a t e  o f  
e x c h a n g e ,  t h e  m oney c o s t s  o f  p r im a r y  p r o d u c ts  i n  te r m s  o f  d o m e s t ic  c u r r e n c y  w i l l  







i n  t h e  w o rld  m a r k e t .  The e x c h a n g e  r a t e  so  e s t a b l i s h e d  w i l l  g e n e r a l l y  o v e r v a l u e  
t h e  c u r r e n c y  w ith  r e s p e c t  t o  m a n u fa c tu re d  p r o d u c t s ,  w h e th e r  in te n d e d  f o r  t h e  
d o m e s t ic  m a rk e t  o r  f o r  e x p o r t s .
6 2 .  T h i s  i s  t h e  b a s i c  j u s t i f i c a t i o n  o f  t h e  now u n i v e r s a l l y  a c c e p t e d  p r i n c i p l e  
t h a t  an  u n d e r -d e v e lo p e d  c o u n t r y  n e e d s  t o  p r o t e c t  i t s  m a n u f a c tu r in g  a c t i v i t i e s  
fro m  f o r e i g n  c o m p e t i t i o n  b y  r e s t r i c t i n g  im p o r ts  i n  some w ay . U n le s s  t h e  
d i f f e r e n c e  b e tw e e n  m oney c o s t s  and o p p o r t u n i t y  c o s t s  i n  m a n u f a c tu r in g  a r e  
e q u a l i z e d  b y  t a r i f f s  o r  s u b s i d i e s ,  i t  i s  im p o s s ib le  t o  s e c u r e  t h e  b e s t  a l l o c a t i o n  
o f  r e s o u r c e s ,  e i t h e r  fro m  t h e  p o i n t  o f  v iew  o f  a  p a r t i c u l a r  c o u n t r y  o r  o f  t h e  
w o rld  a s  a  w h o le .
6 3 . I t  i s  l e s s  g e n e r a l l y  r e c o g n i z e d  t h a t  t h i s  gap  b e tw e e n  money c o s t s  an d  
o p p o r t u n i t y  c o s t s  c r e a t e s  a  p ro b le m  n o t  o n l y  a s  r e g a r d s  c o m p e t i t i o n  i n  t h e  
d o m e s t ic  m a r k e t ,  b u t  a l s o  i n  t h e  f i e l d  o f  c o m p e t i t i o n  i n  f o r e i g n  m a r k e t s .  A 
r a t e  o f  e x c h a n g e  t h a t  w ou ld  make i t  p o s s i b l e  f o r  a  d e v e lo p in g  c o u n tr y  t o  g a in  
e x p o r t  m a r k e ts  f o r  m a n u f a c tu r e s  w ould c o n s i d e r a b l y  u n d e r v a lu e  t h e  c u r r e n c y  i n  
te r m s  o f  t h e  p r im a r y  c o m m o d itie s  t n a t  fo rm  t h e  g r e a t  b u lk  o f  i t s  e x p o r t s .  I f  
s u c h  a  r a t e  w ere  a d o p t e d , t h e  r i s e  in  e x p o r t  p r o c e e d s ,  i n  te rm s  o f  t h e  d o m e s t ic  
c u r r e n c y ,  w ould  g e n e r a t e  an  i n f l a t i o n  o f  d o m e s t ic  c o s t s  and p r i c e s  t h a t  w ould  
n e u t r a l i z e  t h e  i n i t i a l l y  b e n e f i c i a l  e f f e c t s  o f  t h e  e x c h a n g e  r a t e  on t h e  
p r o f i t a b i l i t y  o f  e x p o r t s  o f  m a n u f a c t u r e s .
6U . I t  i s  th u s  s e e n  t h a t  t h e  i n f a n t  i n d u s t r y  p ro b le m  l o n g  r e c o g n i z e d  a s  f a r  
a s  im p o rt  s u b s t i t u t i n g  i n d u s t r i e s  a r e  c o n c e r n e d ,  p r e s e n t s  i t s e l f  i n  a  s i m i l a r  
fo rm  i n  c o n n e x io n  w ith  e x p o r t  i n d u s t r i e s .  The d i f f i c u l t y  h e r e ,  h o w e v e r , i s  t h a t  
w h ile  t h e  u s e  o f  t a r i f f s  and o t h e r  i e v i c e s  f o r  t h e  p r o t e c t i o n  o f  d o m e s t ic  
i n d u s t r i e s  h a s  g a in e d  w id e a c c e p t a n c e ,  e q u i v a l e n t  m e a s u re s  f o r  t h e  p r o t e c t i o n  o f  
i n f a n t  e x p o r t  i n d u s t r i e s  a r e  much m ore c o n t r o v e r s i a l .  P a r t  o f  t h e  s o l u t i o n  t o  
t h i s  p ro b le m  i s  b e in g  s o u g h t  th r o u g h  t h e  r e q u e s t  t h a t  t h e  d e v e lo p e d  c o u n t r i e s  
g r a n t  p r e f e r e n c e s  t o  im p o r ts  o f  m a n u f a c tu r e s  fro m  d e v e l o p i n g  c o u n t r i e s .  W h ile  
h e l p f u l ,  s u c h  p r e f e r e n c e s  c o u ld  o n ly  e q u a l i z e  t h e  o p p o r t u n i t i e s  a v a i l a b l e  t o  
m a n u f a c t u r e r s  in  t h e  d e v e l o p i n g  c o u n t r i e s  an d  t h o s e  i n  t h e  d e v e lo p e d  c o u n t r i e s  
g r a n t i n g  t h e  p r e f e r e n c e s .  I t  c o u ld  n o t  f u l l y  make up f o r  t h e  d i s a d v a n t a g e s  t h a t  
r e s u l t  fro m  t h e  u n d e r -d e v e lo p m e n t  o f  i n d u s t r y .  F o r  t h e  l a t t e r  p u r p o s e ,  s p e c i a l  
a i d  t o  d e v e l o p i n g  c o u n t r i e s  w i l l  b e  n e e d e d  t o  make t h e i r  i n d u s t r i e s  v i a b l e ,  and
/—
i n  t h e  s h o r t  r u n ,  o t h e r  d e v i c e s  may h a v e  t o  h e  e x p l o r e d ,  p o s s i b l y  i n c l u d i n g  
s p e c i a l  s u b s i d i e s  t o  e x p o r t  i n d u s t r i e s .
65 .  W h ile  t h e  i n w a r d - lo o k i n g  c h a r a c t e r  o f  i n d u s t r y  i n  many d e v e l o p i n g  c o u n t r i e s  
h a s  b e e n  e n c o u r a g e d  b y  t h e  o b s t a c l e s  e n c o u n te r e d  i n  e x t e r n a l  m a r k e t s ,  e f f o r t s
t o  rem ove s u c h  o b s t a c l e s  s h o u ld  go hand i n  hand w ith  a  r e d i s t r i b u t i o n  o f  e m p h a sis  
b e tw e e n  im p o rt  s u b s t i t u t i o n  an d  e x p o r t  p r o m o tio n . N ot o n ly  may a n  i n d u s t r y  t h a t  
b e g i n s  by  p r o d u c in g  f o r  t h e  l o c a l  m a rk e t  b r a n c h  o u t  i n t o  e x t e r n a l  m a r k e ts  a s  
so o n  a s  i t  h a s  g a in e d  t h e  n e c e s s a r y  e x p e r i e n c e  an d  h a s  ta k e n  t h e  t r o u b l e  t o  make 
f o r e i g n  c o n t a c t s ,  h u t  t h e  c o u r s e  o f  i n d u s t r i a l  d e v e lo p m e n t c a n  a l s o  b e  s e t  i n  
s u c h  a  way a s  t o  p r o v id e  s u f f i c i e n t  i n c e n t i v e s  f o r  e n t r e p r e n e u r s  t o  v e n t u r e  i n t o  
e x p o r t  m a r k e t s .
6 6 .  S in c e  t h e  d e v e lo p in g  c o u n t r i e s  c a n  n e v e r  becom e s e l f - s u p p o r t i n g  a t  a  h ig h  
r a t e  o f  g ro w th  i f  t h e y  do n o t  c r e a t e  new c a p a c i t i e s  f o r  t h e  e x p o r t  o f  m a n u f a c t u r e s ,  
t e c h n i c a l  a s s i s t a n c e  an d  e co n o m ic  a i d  s h o u ld  b e  d i r e c t e d  i n  a  m ore c o n s c i o u s
i
m an n er to w a rd s  t h i s  o b j e c t i v e .  The q u e s t i o n  h a s  b e e n  r a i s e d  w h e th e r  s u f f i c i e n t  
e m p h a sis  h a s  b e e n  g iv e n  t o  i n d u s t r i a l  d e v e lo p m e n t i n  t h e  c o n t e x t  o f  e x i s t i n g  
a i d  p ro g ra m m e s . On t h e  o t h e r  h a n d , i t  h a s  b e e n  s u g g e s te d  t h a t  t h e r e  a r e  f e w e r  
s u i t a b l e  i n d u s t r i a l  p r o j e c t s  a v a i l a b l e  t h a n  t h e r e  a r e  n a t i o n a l  an d  i n t e r n a t i o n a l  
r e s o u r c e s  t o  f i n a n c e  th e m , an d  t h a t  i n  t h e  t e c h n i c a l  a s s i s t a n c e  f i e l d  l i k e w i s e  
G o v ern m en ts h a v e  b e e n  s lo w  i n  e v a l u a t i n g  t h e i r  own n e e d s .  T h e re  i s  no d o u b t a  
g r e a t  d e a l  o f  t r u t h  i n  b o th  c o n t e n t i o n s ,  and a  new momentum i s  n e e d e d  i n  a s s i s t i n g  
d e v e l o p i n g  c o u n t r i e s  t o  d e te r m in e  w h ere  t h e i r  b e s t  i n d u s t r i a l  o p p o r t u n i t i e s  l i e ,  
t o  m o b i l iz e  t h e  c a p i t a l  and  s k i l l s  r e q u i r e d  f o r  t a k i n g  a d v a n ta g e  o f  t h o s e  







6 7 . T h is  p a p e r  h a s  ra n g e d  o v e r  a  f a i r l y  w id e t e r r i t o r y  and h a s  s o u g h t t o  f o c u s  
a t t e n t i o n  o n ly  on some o f  t h e  p ro b le m s  and i s s u e s  t h a t  h a v e  t o  b e  f a c e d  i f  
i n d u s t r i a l i z a t i o n  i s  t o  b e  a c c o r d e d  t h e  k in d  o f  p r i o r i t y  t h a t  i s  now u n i v e r s a l l y  
a g r e e d  u p o n .
68 . P e r h a p s  t h e  m a jo r  c o n c l u s i o n  t h a t  e m e rg e s  fro m  t h i s  s u r v e y  i s  t h e  v i t a l  
n e e d  f o r  a  r e c o n s i d e r a t i o n  i n  d e p th  o f  t h e  i n d u s t r i a l  d i v i s i o n  o f  l a b o u r  b e tw e e n  
d e v e lo p e d  and d e v e l o p i n g  c o u n t r i e s .  F a m i l i a r  c o n t r o v e r s i e s  t h r o ™  up by  t h e  
t r a d i t i o n a l  d i v i s i o n  o f  la b o u r  h a v e  l o s t  sem e o f  t h e i r  s h a r p n e s s  i n  t h e  l i g h t
o f  t h e  d i s c u s s i o n  o f  r e c e n t  y e a r s .  As i s s u e s  h a v e  g r a d u a l l y  b e e n  c l a r i f i e d ,  i t  
h a s  b eco m e i n c r e a s i n g l y  a p p a r e n t  t h a t  w h at w e re  p r e v i o u s l y  d i v e r g i n g  p o i n t s  o f  
v ie w  h a v e  com e t o g e t h e r  on much m ore common gro u n d  th a n  m ig h t h a v e  h i t h e r t o  
seem ed p o s s i b l e .  T h is  i s  p a r t i c u l a r l y  t r u e  o f  t h e  c o n t r o v e r s i e s  r e g a r d i n g  t h e  
r e l a t i v e  r o l e s  o f  i n d u s t r y  and a g r i c u l t u r e ,  o f  m odern  and t r a d i t i o n a l  i n d u s t r y ,  
o f  c a p i t a l  g o o d s  and co n su m er g o o d s , o f  c a p i t a l - i n t e n s i v e  and l a b o u r - i n t e n s i v e  
 ̂ t e c h n i q u e s .  T h is  i s  n o t ,  o f  c o u r s e ,  t o  s u g g e s t  t h a t  a l l  c o n t r o v e r s y  h a s  b e e n
r e s o l v e d .  B u t s u f f i c i e n t  headw ay h a s  b e e n  made t o  b r i n g  a b o u t  u n i v e r s a l  a g r e e m e n t  
\  t h a t  n a t i o n a l  and i n t e r n a t i o n a l  p o l i c i e s  sh o u ld  b e  d i r e c t e d  to w a r d s
"... a modified international division of labour, which is more rational 
and equitable and is' accompanied by the necessary adjustments in world 
production and trade." 5/
69 . The w ork  t h a t  l i e s  ah e a d  i n  a c h i e v i n g  t h i s  o b j e c t i v e  w i l l  i n v o l v e  b o th  t h e  
i d e n t i f i c a t i o n  o f  t h e  b e s t  a p p r o a c h e s  t o  i n d u s t r i a l  d e v e lo p m e n t i n  t h e  
d e v e l o p i n g  c o u n t r i e s  and c o n c e r t e d  p la n n in g  f o r  c o n s e q u e n t i a l  a d ju s tm e n t s  in  
d e v e lo p e d  and d e v e l o p i n g  c o u n t r i e s  a l i k e .  I n  t h i s  f i e l d  n a t i o n a l  and i n t e r n a t i o n a l  
a c t i o n  a r e  e q u a l l y  e s s e n t i a l  and m u t u a l ly  s u p p o r t i n g .  I n d u s t r i a l  g ro w th  i n  t h e  
d e v e l o p i n g  c o u n t r i e s  c a n  b e s te p p e ')  up o n ly  i f  t h e s e  c o u n t r i e s  p l a n  f o r  t h e  b e s t  
u s e  o f  t h e i r  r e s o u r c e s  i n  t h e  l i g h t  o f  a v a i l a b l e  m a r k e ts  -  n a t i o n a l ,  r e g i o n a l  and  
w o r l d -w i d e .  And a  new d i v i s i o n  o f  la b o u r  c a n  b e  a c h i e v e d  w it h  a. minimum o f  
d i s l o c a t i o n  o n ly  i f  t h e  w o rld  com m unity a s  a  w h o le  t a k e s  d e l i b e r a t e  s t e p s  t o  
f a c i l i t a t e  a d j u s t m e n t ,  t h e r e b y  c r e a t i n g  c o n d i t i o n s  f o r  a  g e n e r a l  a d v a n c e  i n  l i v i n g  
s t a n d a r d s  i n  d e v e lo p e d  a s  w e l l  a s  In  d e v e lo p in g  c o u n t r i e s .
IV. CONCLUSION
5/  P r o c e e d i n g s  o f  t h e  U n ite d  N a tio n s  C o n f e r e n c e  on T ra d e  and D e v e lo p m e n t, V o l .  I , 
F i n a l  A c t ,  p a r a g r a p h  5*

